University of Memphis

University of Memphis Digital Commons
Electronic Theses and Dissertations
4-18-2012

Financial Wellness as a Tool to Facilitate Bankruptcy's Fresh Start
Rita Williams Green

Follow this and additional works at: https://digitalcommons.memphis.edu/etd

Recommended Citation
Green, Rita Williams, "Financial Wellness as a Tool to Facilitate Bankruptcy's Fresh Start" (2012).
Electronic Theses and Dissertations. 476.
https://digitalcommons.memphis.edu/etd/476

This Dissertation is brought to you for free and open access by University of Memphis Digital Commons. It has
been accepted for inclusion in Electronic Theses and Dissertations by an authorized administrator of University of
Memphis Digital Commons. For more information, please contact khggerty@memphis.edu.

FINANCIAL WELLNESS AS A TOOL TO FACILITATE BANKRUPTCY’S FRESH
START

by
Rita Williams Green

A Dissertation Submitted in Partial Fulfillment of the Requirements for the Degree of
Doctor of Education
Major: Higher and Adult Education

The University of Memphis
May 2012

DEDICATION
Financial Wellness as a Tool to Facilitate Bankruptcy’s Fresh Start
Rita Williams Green

I dedicate this work to my Lord and Savior, Jesus Christ. I am honored to be Your
servant, privileged that You chose me for this assignment, and grateful for Your help to
complete this document as well as the degree for the fulfillment of Your will in my life. I
could not have done it without You and without You, it would not have been worth
doing.

Willis Garland Green, my heaven-sent husband, thank you for standing by me and for me
as I worked to complete this document. You gave me your encouragement, support, and
your prayers. My success is not possible without you and I will be forever grateful for
your help. I love you always.

Benjamin Willis Green, my beloved son, thank you for being my inspiration. I hope I
have set an example worthy of following, when you answer the call to higher education.
Mommy loves you.

iii

ACKNOWLEDGEMENTS
Financial Wellness as a Tool to Facilitate Bankruptcy’s Fresh Start
Rita Williams Green
To my parents, A. J. and Ethel Williams as well as my grandmother, Ms. Louise
McDonald, thank you for planting the dream in me to pursue higher education even when
it was not possible for you. I appreciate all of your love and your prayers.
Jasmyne and Amber, my godchildren, we finished our race together.
Congratulations on completing your education and thank you for your help and support.
Sarah Sutton, you are so much more to me than your title of administrative
secretary. Thank you for making this process so much easier. I appreciate your help.
Dr. Katrina Meyer, my committee chair, thank you for your commitment to
excellence. Through all of my rewrites and frustrations, you prepared me well. You’ve
always said this process is a marathon. Thank you for guiding me to the finish line.
Dr. Patricia Murrell, Dr. Barbara Davis, Dr. Dena Wise, and Dr. Barbara Mullins,
thank you for your current and/or past service on my committee. I will always be
grateful for the guidance, wisdom, time and friendship you extended to me.
Thank you, Chief Justice, trustees and staff of the U.S. Bankruptcy Court,
Western District of Tennessee for allowing me to conduct this research study.
And finally, thank you to the participants of the study for the time you invested in
speaking with me and the courage you exhibited as you shared your experiences. Those
experiences inspired this study and it is my hope that this research will lead to tools that
will help people either avoid bankruptcy or use the experience to truly attain the fresh
financial start they so desperately need.

iv

Abstract
Green, Rita Williams. Ed.D. The University of Memphis. May 2012. Financial
Wellness As A Tool To Facilitate Bankruptcy’s Fresh Start. Major Professor: Dr. Katrina
Meyer.
Doctors diagnose conditions using results from tests, questionnaires patients fill
out, and information they learn from conversations with patients. All of this information
is used to prescribe the best course of action to make the patient well. This qualitative
research study uses a similar approach to address the primary research question: How can
the financial wellness conceptual model be used to provide insight about the financial
condition of married couples filing Chapter 13? The financial wellness conceptual
framework is used to determine each couple’s financial status as well as assess financial
satisfaction, perception, and behavior.
Case studies were prepared for three married couples filing Chapter 13 who
completed surveys and consented to be interviewed as they waited for their creditor
meetings at bankruptcy court in Memphis, Tennessee. Interviews were audio recorded
and transcribed. Data were coded and classified based on the focal points of the study,
which include objective status, financial behavior, satisfaction/dissatisfaction, and
perception constructs. Categories were used to inductively evaluate the financial
condition of the couple, based on guidelines for each construct. Data from surveys,
bankruptcy records, and interviews, conducted separately with husband and wife, were
used to prepare case studies that examine financial condition from the perspective of
consumers, using the financial wellness conceptual model.
Within the scope of the financial wellness framework, findings indicated that
couples in bankruptcy have insolvent households, suffer from low satisfaction, exhibit a
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perceived internal or external locus of control, and engage in behavior that reflects strong
cultural influences. These findings are particularly relevant in the current recessionary
economy as many Americans face imminent financial failure. The financial wellness
conceptual model has great potential as a tool to facilitate bankruptcy’s fresh start
because of its comprehensive nature since it includes both subjective and objective
constructs.
The purpose of bankruptcy is to give consumers a financial fresh start. However,
financial relief without a tool to facilitate the fresh start in a way that makes it sustainable
over time is insufficient. The financial wellness conceptual framework has great
potential as a tool that can be used to help consumers achieve long-term financial
wellness.
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Chapter 1
Introduction
When used together, the words bankruptcy and financial wellness sound like two
concepts that are diametrically opposed. I first thought that financial wellness, for
bankruptcy filers, was futile. After all, these participants had already suffered financial
setbacks so I questioned whether financial wellness for this population made any sense,
given their circumstances. However, when I considered the purpose of bankruptcy, I
began to see it from a different perspective. The 1898 Bankruptcy Act is guided by the
principle of a fresh financial start (Kennedy, 2011). Bankruptcy provides a unique
opportunity to launch that new beginning with a diagnosis of the debtor’s financial
condition. This study investigated the financial health of married couples in bankruptcy,
using the financial wellness conceptual framework. This paper illustrates how
components of the financial wellness conceptual model can be used to analyze the
financial condition of households.
Conceptual Framework
The financial wellness conceptual model in Figure 2 was used as the framework
for this study. It was appropriate because it contains the necessary components that must
be examined to assess the financial condition of consumers. That assessment can be used
as a tool to determine the consumer’s starting point as they move towards the destination
of financial wellness. A useful analogy is the illuminated map you encounter when you
walk into a shopping mall. There is usually a symbol that is labeled, “you are here” and
then you see pictures of all other possible destinations or stores. But you have to know
where you are before you can determine what direction to move in on your way to the
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store of your choice. Likewise, it is necessary for consumers to know their current
financial status so they can make informed decisions about the direction they should take
to arrive at the destination of financial wellness.
Doctors diagnose conditions using results from tests, questionnaires patients fill
out, and information they learn from conversations with patients. All of this information
is used to prescribe the best course of action to make the patient well. This study used a
similar approach to assess and evaluate the financial condition of married couples who
were filing bankruptcy by applying the financial wellness conceptual framework in
Figure 2. Its major components included the following:


objective status



financial satisfaction



financial behavior



subjective perception

Each of these components was assessed, using information from surveys, interviews, and
financial ratio analysis, which is discussed in Chapter 3. All of the information gathered
was used to prepare case studies that assess and evaluate the financial condition of
married consumers filing bankruptcy.
Statement of the Problem and Research Question
Currently, the U.S. economy is experiencing volatile change as households
struggle with poor employment prospects, rising prices, and heavy tax burdens (Paulson,
2008; Swagel, 2008). U.S. households are saturated with debt and have turned to
bankruptcy as a last resort due to an inability to meet their debt obligations. Over 1.5
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million Americans filed for bankruptcy in 2004 and this rose to over 2 million in 2005
(American Bankruptcy Institute, n.d.).
But bankruptcy is not a sustainable solution. In other words, a person does not
file bankruptcy and then all of their financial problems melt away. Bankruptcy “afforded
relief to honest individual debtors” (Kennedy, 2011, p. 9). Therefore, after filing
bankruptcy, a need still exists to help consumers understand their financial condition and
the steps they need to take to attain financial health and to ensure long-term financial
wellness. As a result, this study answered the following three research questions:


What affects the financial behavior and financial status of married couples filing
bankruptcy?



What influences the perceptions and level of financial satisfaction experienced by
married couples who are filing for bankruptcy?



How can the financial wellness conceptual model be used to provide insight about
the financial condition of married couples filing Ch. 13?
Focal points for the study were financial status, satisfaction, behavior, and

perception, all of which are explained in more detail in Chapter 3.
Definition of Terms
The following terms and definitions were used throughout the study (The
Financial Dictionary, n.d.):


Car title loan – short-term, high-interest loans secured by the title of a used vehicle.



Chapter (Ch.) 7 – this is a type of bankruptcy that debtors file with the court when
they are seeking total discharge of all unsecured debt. A “means” or income test is
applied to determine a debtor’s eligibility to file Ch. 7. Student loans, Internal
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Revenue Service (IRS) debts, and child support obligations cannot be discharged
through bankruptcy.


Chapter (Ch.) 13 – this type of bankruptcy filing occurs when the debtor is seeking
to have a court ordered repayment plan in which the terms of the original debt are
renegotiated. This type of filing is most often chosen when the debtor wants to save a
home from foreclosure. Ch. 13 bankruptcy is also referred to as a plan for wage
earners.



Creditor – the creditor is the organization to whom the debtor is financially obligated
and can include, but is not limited to, credit card companies, banks, hospitals, and the
Internal Revenue Service (IRS).



Collection agency – a collection agency collects debts that have been owed to an
originating creditor. Most collection agencies purchase the uncollected debts of a
creditor and attempt to collect what is owed.



Consumption – increases in consumer spending as a result of spending disposable
income and/or acquisition of debt.



Debtor – the debtor is a person who has received products or services but has not
paid for them in full and therefore, owes a debt. Unless otherwise noted, the
bankruptcy filer or for the purposes of this study, research participants, represent the
debtor.



Default - failure to make required debt payments on a timely basis or to comply with
other conditions of an obligation or agreement.



Disposable income – amount available for spending and saving after taxes have been
paid.
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Financial ratio - the relationship between the numerator and denominator of a given
formula, usually expressed in the form of a decimal or percentage.



Garnishment – a garnishment is a sum of money automatically deducted from the
earnings of a debtor based on a court order.



Home equity –equals the current market value of a home minus the outstanding
mortgage balance.



Judgment – a court ordered decree on behalf of the creditor or collection agency that
is entered on the debtor’s credit report. When a creditor exhausts all collection
efforts, they may seek a court ordered demand for payment that may lead to future
garnishment of the debtor’s earnings.



Liquidity - a person’s debt paying ability based on available cash or the capacity to
obtain it on demand.



PACER – Acronym that stands for Public Access to Court Electronic Records.
PACER is a database, maintained by the U.S. court system, that contains the
financial records of individuals filing bankruptcy.



Payday Loan – A payday loan is a small, short-term loan of up to $400 secured by
the borrower’s personal check that generally has to be repaid in two weeks.



Repossession – The taking back of property by a lender or seller from the borrower
or buyer, usually due to default.



Secured debt – a loan in which the borrower pledges some asset, like a car or land, as
collateral for the loan, which then secures the debt owed to the creditor who gave the
loan. In the event that the borrower defaults, the creditor takes possession of the
asset used as collateral and may sell it to satisfy the original debt of the borrower.
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Solvency - the ability to meet maturing obligations as they come due.



Subprime mortgage - The classification “subprime” generally is a lender-given
designation for loans extended to borrowers with some sort of credit impairment,
say, due to missing installment payments on debt or the lack of a credit history.
Subprime borrowers typically have a credit score of 620 or less.



Unsecured debt – unsecured debt only requires the debtor’s promise to repay.
The remainder of this paper is organized as follows: Chapter 2 presents the

literature review, followed by a description of research methodology, data collection
procedures, and data analysis in Chapter 3. The case studies, as well as relevant findings,
are presented in Chapters 4, 5, and 6. Finally, Chapter 7 summarizes the conclusions as
well as recommendations and implications for policy, education, and future research.
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Chapter 2
Literature Review
Economic Factors Affecting American Households
Currently, American households are suffering from the after-effects of the Great
Recession, which had the American economy in its grasp from December 2007 until June
2009 (The Great Recession, n.d.). Each of the couples profiled sought bankruptcy
protection and the timing of this action is important because it comes on the heels of the
Great Recession. The Great Recession was characterized by high unemployment, record
numbers of foreclosures and high levels of bankruptcy filings. The literature review
includes a discussion of the challenges caused by the Great Recession, bankruptcy as the
participants’ choice of financial relief and the financial wellness conceptual model as a
potential tool to facilitate bankruptcy’s financial fresh start.
The factors of high unemployment, record numbers of foreclosures and high
levels of bankruptcy filings, are the results of events that have plunged the U.S. economy
into its worst economic recession since the Great Depression (Lightman, 2009). Figure 1
is a pictorial representation of the macroeconomic factors that have affected each of the
households examined in the study. Each couple experienced a “squeeze” or pressure on
the income from their jobs as a result of periods of unemployment or underemployment.
Income from employment is necessary to pay for housing, depicted on the left side of the
figure.
Likewise, regular income is required to file Ch. 13 bankruptcy, depicted on the
right side of the figure. Nationally, employment is important because “economists refer
to a nation’s unemployment rate as an indicator of its economic health” (Boone & Kurtz,
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2005, p. 90). If unemployment is an indicator of a nation’s economic health, then it
would be just as important for a household’s economic health. In addition, each couple
used bankruptcy as a measure to prevent foreclosure and maintain their homes.

Salary – insufficient to pay for housing but necessary to qualify for Ch. 13

House

Ch. 13 used to save home

Figure 1. Relationship among the factors of housing, employment, and
bankruptcy.

An understanding of these factors is important because they have direct
implications for the financial failure experienced by the households that have been
8

examined in this study. It is also important to understand these factors within the
geographic location that all of the participants call home: Memphis, Tennessee (located
in Shelby County).
Employment in Memphis. The physical body cannot be sustained without an
adequate supply of blood. Likewise, a household cannot be adequately sustained without
its financial lifeblood of income, typically earned from employment. Memphis has been
known as a low-wage economy because in 2008, 18% or approximately 160,000 people
in Shelby County lived below the poverty guidelines and 26.4% of all children in the
county lived in poverty (Ciscel, 2010). The outlook for jobs in the Memphis region is
also not very promising:
The Memphis regional economy is no longer producing new jobs. In late 2009
(October), national unemployment stood at 9.9 percent of the labor force.
Unemployment in the city of Memphis was 11.0 percent in late 2009. The number
of unemployed in the regional economy rose from 31,340 in 2006 to 60,630 in
2009. Meanwhile the number of people working or looking for work fell from its
peak in 2007 of 624,580 to 612,080. Clearly, there were many discouraged
workers in the area who have given up trying to find a job. One of the obvious
reasons was that the number of part and full-time jobs being offered in the
regional economy fell from 647,500 in 2007 to 618,800 in 2009. The key sector
of the economy, trade and transportation, lost almost 12,000 jobs. (Ciscel, 2010,
pp. 2 - 3)
All of these factors represent the reasons Memphis was recently declared one of
the poorest metro area in the nation, based on data from the U.S. Census Bureau's
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American Community Survey (Charlier, 2011). Education, income, health insurance
coverage, occupation and living expenses were among more than 40 topics covered by
the survey. The data indicate that one in five Memphians live in poverty. University of
Memphis economics expert, Dr. Jeff Wallace, cites a low-cost job market with an
undereducated workforce as one of the issues contributing to the ranking (Charlier,
2011). Census figures, according to Charlier (2011), indicate unemployment across the
Memphis metropolitan area rose from 11.8% in 2009 to 12.7% in 2010 compared to the
national rate of 10.8%.
Employment or a form of income is required in order to file Ch. 13. In addition,
Memphis’ high unemployment rates and low wages represent a threat to the financial
security of its residents. As a result, financial wellness becomes an even more important
issue for the participants of the study in light of these factors.
Housing Crisis in Memphis. The American dream is a concept that
encompasses several tenets and homeownership is one of them. The American dream of
homeownership is a familiar refrain that has been culturally accepted and ingrained in the
social conscience through mass media and world leaders. In 1984, President Reagan
signed a proclamation that stated “The provision of a decent home and a suitable living
environment for every American family continues to be a national housing goal” (p. 1).
Maslow even identified shelter or housing as a physiological need for a person (McLeod,
2007). Since Maslow’s needs represent a hierarchy, then shelter would be a priority
need that has to be fulfilled before other needs can be met.
In 2011, Memphis received the unenviable distinction of having the third
sickest housing market in America (Stockdale, McIntyre & Sauter, 2011). Census data

10

were gathered on the 75 largest U.S. metropolitan areas and cities with the highest overall
vacancy rates for both homeowner vacancy and rental vacancy for the second quarter of
2011 were ranked. The analysis was also enhanced with unemployment rates provided
by the Bureau of Labor Statistics as well as historical median home prices provided by
the National Association of Realtors.
According to Stockdale et al. (2011), Memphis' slow economic recovery has
kept vacancy rates high.
The metropolitan area's homeowner vacancy rate has increased from 2.5% in
2010 to 4% in the second quarter of 2011. In the city's defense, its rental
vacancy rate has decreased from a staggering 21.2% in 2010 to 13.5%. This is
still among the highest in the country, but it is an improvement. The
unemployment rate remains at 10.1%, which is significantly higher than the
national average of 9.2%. (Stockdale et al., 2011, p. 1)
Levels of unused inventory have the effect of driving down both home and rental prices
month after month, which indicates little demand for the purchase of new or existing
homes (Stockdale et al., 2011).
Information about the Memphis housing market was corroborated by Wial and
Shearer (2011). They tracked economic recession and recovery in America’s 100 largest
metropolitan areas. Increases in foreclosures were noted in the Memphis market, which
probably also contributed to the city being named among the 20 weakest metro areas for
recovery performance.
In 2008, Phyllis Betts, Sociologist and founding Director of the Center for
Community Building and Neighborhood Action (CBANA) in the School of Urban
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Affairs and Public Policy at the University of Memphis, testified at a hearing before the
Subcommittee on Domestic Policy in the House of Representatives. Her remarks provide
insight into a major cause of the high rate of foreclosures in Memphis:
We're one of those areas of the country that didn't just get hit. Our foreclosure rate
has been going up slowly since 2000. In 2007, we had almost 12,000 foreclosure
notifications for a total in that 8-year period of over 61,000 foreclosure
notifications. This is the equivalent of 25 percent of our single housing stock, our
single-family housing stock, and that's where we are hardest hit. Our subprime
lending escalated between 2004 and 2005, going up from 25 percent to 40 percent
of all mortgage loans in Shelby County, and that includes our suburban area. And
the neighborhoods that are hardest hit are hit both by subprime lending and by
foreclosures. (Betts, 2008, pp. 27 – 28)
Several studies have concluded that homeownership is key to a family’s financial wellbeing and the stability of their community (Aaronson, 2000; Boehm & Schlottmann,
2001; National Association of Realtors, 2010). If homeownership is essential to financial
well-being, then in this era of foreclosure crisis, the ability to keep that home is
important. In fact, a primary reason that participants in the study filed bankruptcy was to
prevent foreclosure, in an effort to maintain their homes.
Memphis is the King of Ch. 13. "Memphis is known for the blues, Beale Street,
barbecue and bankruptcy!" (Farrell & Aslanian, 2006, p. 1). Memphis received the
dubious title of “Bankruptcy Capital of America” (Marino, 1997, p. 1) because of high
rates of Ch. 13 bankruptcy filings.
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Memphis had the highest rate of personal bankruptcy filings of the 90 courts
based on population or about 16.4 petitions for each 1,000 people in 2002 (Flaum, 2002).
In 2003, Shelby County ranked first among its sister counties in the Federal Reserve 8th
district for bankruptcies (Garrett, 2007). In 2005, Shelby County again led the nation at a
rate of over 20 filings per 1,000 persons (Garrett, 2007). Filings in 2007 rose 21% over
filings in 2006. Again, Memphis took the top prize for bankruptcies in 2009 with the
highest number of Ch. 13 cases per capita in the country at 4.35 per 1,000 residents
(Sullivan, 2010). “By comparison, there were 19,073 total bankruptcies in 2008 and
17,255 in 2007. While numbers are clearly heading in the wrong direction, it's no
surprise considering the unemployment and foreclosure rates now seen in the Memphis
area and the broader Mid-South” (Sullivan, 2009, p. D1).
In 2010, Ch. 13 filings decreased but this was not necessarily a good sign
(Sullivan, 2010). Memphis Area Legal Services general counsel Frank Cantrell offers
two potential explanations for the decline in filings:
I wish I could say that the drop in bankruptcy filings is a sign of a recovering
economy. But the drop was in Chapter 13, wage-earner filings, while Chapter 7,
straight bankruptcy filings, actually rose," Cantrell said. "At the same time,
unemployment rates stayed above 10 percent, considerably higher than the
previous year. So, the more likely reason for the drop in overall bankruptcy filings
is that people without jobs were unable to file for Chapter 13 protection.
(Sullivan, 2010, p. 1)
Even with the decrease in filings, Memphis led the nation with 1,738 filings per
million adults in December 2010 (Columbia Law School, 2011). In light of the city’s
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poor employment prospects and fear of losing their homes, more and more Memphians
continue to file bankruptcy to obtain financial relief.
The Great Recession
An analysis of the households that participated in the study would be incomplete
without a discussion of some of the causes of the recessionary economic environment in
which these families must function. The byproducts of the Great Recession, which
include foreclosures, unemployment, and bankruptcy, were experienced by the
participants of the study. Shockwaves from this era are still being felt as consumers
struggle with the prospects of financial failure. The factors of unemployment,
foreclosures, and bankruptcy, that are affecting consumers, are mirror reflections of the
same issues in the larger economy.
Mortgage foreclosure proceedings were initiated on 1.5 million homes in 2007, in
the U.S., which represents an increase of 53% from 2006 (Bernanke, 2008). New
foreclosures reached the highest level since 1979, rising to 0.99% of all U.S. home loans
during the first quarter 2008, up from 0.83% in the fourth quarter 2007 (Armour, 2008).
The delinquency rate, representing those at least 30 days behind on their bills and at risk
of sinking into foreclosure, reached a record 6.35% during the first quarter of 2008 (Neil,
2008). In discussing the causes of the current U.S. economic crisis, Ben Bernanke
(2010), Chairman of the Board of Governors of the Federal Reserve, stated “although a
number of developments helped trigger the crisis, the most prominent one was the
prospect of significant losses on residential mortgage loans to subprime borrowers that
became apparent shortly after house prices began to decline” (p. 2).
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According to Leeper (2009), those declines in house prices and the stock market
reduced household wealth, which led to an inability of households and firms to obtain
credit. That was followed by a sharply reduced demand for goods and services. With no
turnaround in sight, demand may be weak indefinitely. Meanwhile, firms continue to cut
back on investment and lay off workers (Leeper, 2009). The national unemployment rate
has risen from 4.9% in December 2007 to 7.6% in December 2008 (Bureau of Labor
Statistics, 2009). Layoff announcements are now commonplace. More than 241,000
layoffs were announced in January 2009 (Nutting, 2009). As of November 2010, the
unemployment rate was 9.8%, which means that 15.1 million people were unemployed
(Bureau of Labor Statistics, 2010). Eight million jobs in the U.S. economy were lost in
the Great Recession. These results are grim for consumers who are experiencing large
job losses, falling wealth, and less access to credit (Nutting, 2009). The harsh reality of
unemployment has given rise to the term, “99ers,” which refers to unemployed
Americans who have exhausted the maximum 99 weeks of unemployment insurance
benefits that they can claim (Luo, 2010). High unemployment leaves households
vulnerable to the threat of foreclosure since there is no income to pay the mortgage
payment on houses.
In addition, scholars have hypothesized that bankruptcy reform had the
unintended consequence of increasing the foreclosure rate (Credit Suisse, 2007; Li,
White, & Zhu, 2010; Morgan, Iverson, & Botsch, 2011; White, 2009). The evolution of
bankruptcy law is discussed later in this chapter but prior to the Bankruptcy Abuse
Prevention and Consumer Protection Act of 2005 (BAPCPA), a borrower could choose to
file Ch. 7 or 13. BAPCPA subjected filers to an income or means test as a requirement
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for filing Ch. 7. If borrowers do not qualify for Ch. 7 based on the means test, they have
to file Ch. 13. Before BAPCPA, without the means test, consumers who had fallen
behind on mortgage payments could file Ch. 7 to discharge unsecured debt, thereby
freeing available cash to pay for their mortgages. Without this option, consumers are
facing the formidable task of paying debts at a time of rising unemployment. After
BAPCPA, the rate of bankruptcy initially lowered but began to increase in 2006. The
percentage of bankruptcy filings under Ch. 13 rose from 20% in 2005 to around 40% in
2006 and 2007 (White, 2009).
Consumers facing imminent foreclosure and poor employment prospects are
turning to bankruptcy in rising numbers to seek financial relief. According to American
Bankruptcy Institute director, Samuel Gerdano, "Bankruptcy continues to be the last
resort for many Americans seeking financial relief from household debt, unemployment
and the economic downturn" (Hargen, 2010, p. 1).
Bankruptcy
Bankruptcy is a reflection of financial failure and as a result has a stigma
associated with it. However, bankruptcy has a long tradition and the fact that it is
protected by the U.S. Constitution reflects its historical relevance as well as its status as a
legal right of all citizens. In addition, this discussion will reveal that the origins of Ch. 13
lead right back to the setting of the study, Memphis, Tennessee. The cultural influence of
Ch. 13 in the Memphis environment is reflected in the Flows of Cultural Influence on
Consumer Financial Behavior in Figure 9 as well as the case study specific models
featured in Figures 10, 12, and 14. Finally, because Ch. 13 represents the central
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experience of all participants of the study, it is essential to understand the bankruptcy
process.
History of bankruptcy. Debt forgiveness can be traced back to biblical times.
The book of Deuteronomy contains the first law known in recorded history that provided
for the release of debtors from their debts (Kennedy & Clift, 2000). Deuteronomy 15:1-2
states: “At the end of every seven years you shall grant a release. And this is the manner
of the release: every creditor shall release what he has lent to his neighbor. He shall not
exact it of his neighbor, his brother, because the LORD’s release has been proclaimed.”
During the 11th and 12th centuries, the traders of Lombardy conducted their
business from benches or stalls in open markets (Tabb, 1995). An insolvent trader’s
bench was broken as a symbol of failure and the term, “banco-rotto” (broken bench)
evolved and became “bankerupt” in England, where insolvency was treated as a crime
and debtors could be imprisoned.
In the United States, the right to file bankruptcy is secured by Article I, Section 8
of the Constitution and gives Congress the right to establish “uniform laws on the subject
of bankruptcies throughout the United States” (National Archives and Records
Administration, n. d., p. 1) However, 13 years passed without the passage of a law on
bankruptcy (Thorne, 2001). In the absence of a federal law, states implemented their
own measures for handling insolvent debtors, which included the use of debtors’ prisons.
Fortunately, debtor’s prisons were abolished by the end of the 19th century. However,
what replaced them were inconsistent state laws for insolvent debtors, which created a
challenge when dealing with business transactions that crossed state lines. In addition,
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bankruptcy was voluntary and debtors could decide how much they would pay each
creditor.
In 1800, because of economic turmoil, the Bankrupt Act of 1800 was passed. In
contrast to state laws, bankruptcy under this act was involuntary (Garrett, 2007). It could
be initiated solely by the creditor and even if the debtor could not repay the debt, he could
be forced to sell off his property and any unpaid debt would still be owed and not be
discharged. Bankruptcy acts were passed in 1800, 1841, and 1867 but all were repealed
(Garrett, 2007).
After 1800, over 90 years passed before the first long-lasting piece of bankruptcy
legislation was established (Thorne, 2001). This Act endured because it addressed issues
that had plagued bankruptcy law for over a century (Thorne, 2001). The 1898 Act gave
debtors access to bankruptcy, freedom from creditor-initiated bankruptcy, and honored
State rights.
Chapter 13 and the Chandler Act. The 1898 Act was followed by the 1938
Bankruptcy Amendatory Act, commonly referred to as the Chandler Act, named for
Congressman Walter Chandler of Memphis, Tennessee. Some of my earliest memories
as a child listening to news reports on television were images of Mayor Wyeth Chandler.
Of course, at the time, I could not have appreciated the fact the mayor of Memphis I grew
up seeing on television was the son of Walter Chandler, the Congressman who introduced
changes that dramatically altered the form as well as the force of bankruptcy legislation
in the United States.
Walter Chandler was born in Memphis in 1887 and earned his law degree from
the University of Tennessee. He was a reporter for a Knoxville newspaper, taught
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school, and served in the military (Kennedy, 2011). He practiced law, served as U.S.
Congressman from 1935 until 1940, and was elected mayor of Memphis in 1940 and
again in 1955.
While serving as a City Attorney in Memphis, Chandler noticed that “employees
of the city who were in financial trouble turned to their department heads for help
working out extended payment schedules with creditors. Employees had no protection
from garnishments in these matters, and became convinced that this was a proper matter
for a bankruptcy court to handle” (Dixon & Epstein, 2002, p. 9). These experiences later
inspired the introduction of the Chandler Act, which added for the first time, a means by
which a consumer debtor could restructure debts rather than liquidate. Congressman
Chandler described the bill as “relief of harassed wage earners who desire to pay their
debts if given sufficient opportunity” (Chandler, 1962, p. 169).
Prior to 1938, a debtor could only obtain financial relief through a total discharge
of debts, an option that created challenges for the debtor and creditor. The debtor’s credit
reputation was tarnished. In fact, Chandler states,
In the simplest language, chapter XIII provides a round table method of
settlement; the debtor is afforded an opportunity to meet his just obligations and
to look his creditors in the face instead of crossing to the other side of the street to
avoid them. It is not a moratorium for debtors, as some have thought. It is
amortization. The Bankruptcy Act still preserves the rights of debtors to file
voluntary petitions in bankruptcy and discharge their debts in that manner. That
manner, however, is not the American way, since it destroys not only the credit
standing, but also the self respect of the bankrupt. (Chandler, 1962, p. 170).
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The Ch. 13 provision of the Chandler Act was made available to all employed persons,
who “without being adjudicated bankrupt, wish to pay their debts in installments under
the protection of a federal court, free from garnishments, executions, attachments,
penalties, usury, or excessive costs” (Chandler, 1962, pp. 169 – 170). Nadler (1954)
echoes this sentiment by making a sharp distinction between a bankrupt and a debtor
previously noted by Chandler:
Known as a “debtor” and not as a “bankrupt,” the honest but hardpressed “wage
earner” is offered the helping hand of the federal courts to extricate him from the
accumulation of debts incurred through over extension of credit buying or
because of illness or other economic exigencies. Thus he can put a stop to never
ending garnishment proceedings, and by planned amortization of his debts made
possible through these proceedings his morale and his public relations can be
reinstated.” (p. 8)
The statements made by Chandler and Nadler speak directly to the compromise in
identity which consumers face when they are in financial distress. The case studies I
developed as a result of this study demonstrate the struggle debtors face when they are
negatively labeled as they seek financial relief through bankruptcy.
In addition to tarnished reputations faced by debtors, creditors were losing
millions of dollars annually. The Ch 13 provision of the Chandler Act created a way for
creditors to receive payment on debts owed to them while consumers were recovering
financially. This was particularly important at the time because the bill was introduced
after the Great Depression and served to “protect wage earners and salaried people in
‘hard’ times” (Chandler, 1962, p. 169). In a Supreme Court decision, the fundamental
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purpose of federal bankruptcy in giving debtors a financial “fresh start” from burdensome
debts was underscored. In 1934, in the case of Local Loan Co. v. Hunt, the Supreme
Court made this statement about bankruptcy: “[I]t gives to the honest but unfortunate
debtor . . . a new opportunity in life and a clear field for future effort, unhampered by the
pressure and discouragement of preexisting debt” (United States Courts, n. d., p. 1) In
light of the volatile economic turbulence of the last few years, it is easy to understand
why bankruptcy, as well as a financial wellness model to facilitate the fresh start afforded
by bankruptcy, is just as relevant today as it was after the Great Depression in 1938.
The Chandler Act substantially changed the 1898 Act and was “far-reaching in its
scope and purpose” (Kennedy, 2011, p. 10). “Most importantly, the Chandler Act
established a Congressional policy of favoring reorganization over liquidation, whenever
and wherever possible – a tenet of American bankruptcy law still alive today” (Kennedy,
2011, pp. 10 - 11).
The Chandler Act or Bankruptcy Amendatory Act of 1938 introduced a
rehabilitative model of bankruptcy. The 1898 Act was still in operation. After 80 years,
in 1978, the 1898 Act was reformed to expand the jurisdiction of bankruptcy courts and
elevate the status of bankruptcy judges. The 1978 Act also replaced the term “bankrupt”
with “debtor” in the bankruptcy code.
When the bankruptcy code was revised in 1986, bankruptcy courts were instilled
with the power which allows them to implement or issue any order that was deemed
necessary to carry out the provisions of the bankruptcy code (Kennedy, 2011). This
authority strongly influences the culture of the bankruptcy court and can affect the
outcome of a bankruptcy case in one district differently than another, based on how this
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power is exercised. Later, the Bankruptcy Reform Act of 1994 expedited filing
procedures and increased the percentage of a debtor’s assets that are exempt from
creditors (Garrett, 2007).
The massive lobbying efforts of credit card companies and banks resulted in the
Bankruptcy Abuse Prevention and Consumer Protection Act (BAPCPA) of 2005. It
signified the largest overhaul of the Bankruptcy Code since the 1978 Code and made it
more difficult for debtors to get a fresh financial start (Kennedy, 2011). Debtors no
longer have the option of choosing Ch. 7 or Ch. 13. In order to file Ch. 7, debtors have to
qualify for this option, based on income. If a debtor does not meet the standard for the
income or means test, then they are forced into Ch. 13. In addition, bankruptcy is now
more expensive since court fees have increased because of the inclusion of the means test
and debtors are also required to pay for credit counseling and a financial education
course.
Laws Governing Bankruptcy. The United States Code “is a consolidation and
codification by subject matter of the general and permanent laws of the United States”
(United States House of Representatives, 2011, p. 1). The U.S. Code contains 50 titles or
sections, ranging from the Internal Revenue Code, to patents, to bankruptcy. Title 26
contains the laws for the Internal Revenue Code, Title 35 contains laws governing
patents, and the laws specific to bankruptcy are located in Title 11 of the U.S. Code.
Title 11 or the Bankruptcy Code is divided into chapters, similar to a book;
however, the chapters are not numbered consecutively. The Bankruptcy Code has eight
chapters (1, 3, 5, 7, 9, 11, 12, and 13) that address a different issue. Chapters 1, 3, and 5
provide general administrative information that applies to all bankruptcy proceedings
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(Thorne, 2001). The remaining chapters contain provisions based on the audience that
qualifies to file bankruptcy under that chapter, as reflected in Table 1.

Table 1
Chapters in the Bankruptcy Code
Chapter

Description

Chapter 1

General Provisions

Chapter 3

Case Administration

Chapter 5

Creditors, the Debtor, and the Estate

Chapter 7

Liquidation

Chapter 9

Adjustment of Debts of a Municipality

Chapter 11

Reorganization

Chapter 12

Adjustment of Debts of a Family Farmer Or Fisherman With
Regular Annual Income

Chapter 13

Adjustment of Debts of an Individual With Regular Income

Chapter 15

Ancillary and Other Cross-Border Cases

Note. Chapters of Title 11 of the United States Code. Adapted from United States House
of Representatives, 2011, United States Code, retrieved from
http://uscodebeta.house.gov/browse/title11

Two options are available to consumers who decide to file personal bankruptcy:
Ch. 7 and Ch. 13. The term, chapter, refers to sections of the federal bankruptcy code.
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Ch. 7 is the quick debt liquidation option (Lown, 2008). The debtor's assets are
sold and the proceeds are used to pay creditors in accordance with the provisions of the
Bankruptcy Code (Chapter 7, n.d.). However, most Ch. 7 cases are no-asset cases so
within a few months of filing, the unsecured debts are discharged (Lown, 2008).
Ch. 13 is also called a wage earner's plan. Under this chapter, the income of
debtors is committed to a repayment plan to make installments to creditors over a
maximum of five years (Lown, 2008). During this time, creditors are forbidden by law
from starting or continuing collection efforts (Chapter 13, n.d.).
For most filers, the road to bankruptcy begins with a visit to an attorney and
eventually bankruptcy court. There is a bankruptcy court for each of the 90 bankruptcy
judicial districts in the country. Tennessee has three districts and the U.S. Bankruptcy
Court for the Western District of Tennessee is located in Memphis. A debtor will interact
directly or indirectly with a number of people while undergoing a process that requires
more than modest financial resources, despite the state of the consumer’s financial
distress.
Bankruptcy: Players, Process, and Payment. All of the couples in the study
sought bankruptcy protection and an understanding of this process is essential to
understand the experience of a person who is on the brink of financial failure. Because
Ch. 13 represents a legal procedure, there is a culture and structure that defines the
quality of this experience for the participants of this study.
Bankruptcy Players. A person who is not physically well may seek the assistance
of a doctor. Going to the doctor may trigger the involvement of several other people with
whom a patient may interact, directly or indirectly. There is the administrative staff in
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the office where the doctor is located, his nurse, lab technicians, medical equipment
representatives, and insurance personnel, just to name a few. Likewise, the consumer
who is in financial distress may encounter many people or “players” (Offices of the
United States Attorneys, 1996, p. l) in the bankruptcy process. It is important to
understand who is involved in the bankruptcy process and their roles and responsibilities:


Bankruptcy Judge – “A judicial officer of the United States district court who is
the court official with decision-making power over federal bankruptcy cases”
(Duff, 2010, p.71).



Credit Counselor – conducts the “individual or group briefing” (Duff, 2010, p.72)
through a nonprofit budget and credit counseling agency that individual debtors
must attend prior to filing under any chapter of the Bankruptcy Code (Duff,
2010).



Debtor – For Ch. 13 bankruptcy filings, the debtor would be an individual.



Debtor’s attorney –

Upon agreeing to represent debtor and signing petition with

debtor, debtor’s attorney becomes obligated to appear and represent debtor’s
interests throughout the Ch. 13 plan. Debtor’s attorney must continue to appear on
debtor’s behalf as long as case is active or until the judge permits debtor’s
attorney to withdraw from debtor’s case. (Office of the Ch. 13 Trustee, Sylvia
Ford Brown, n.d., p.1)


Creditor – “A person to whom or business to which the debtor owes money or
that claims to be owed money by the debtor” (Duff, 2010, p.72).



Creditor’s attorney – Attorney of record that represents the creditor to whom a
debt is owed by the consumer filing bankruptcy.
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Financial educator – conducts the “instructional course in personal financial
management” (Duff, 2010, p.72) in Ch. 7 and 13 that an individual debtor must
complete before a discharge is entered (Duff, 2010).



Trustee – The representative of the bankruptcy estate who exercises statutory
powers, principally for the benefit of the unsecured creditors, under the general
supervision of the court and the direct supervision of the U.S. trustee or
bankruptcy administrator. The trustee is a private individual or corporation
appointed in all chapter 7, chapter 12, and chapter 13 cases and some chapter 11
cases. The trustee’s responsibilities include reviewing the debtor’s petition and
schedules and bringing actions against creditors or the debtor to recover property
of the bankruptcy estate. In chapter 7, the trustee liquidates property of the estate,
and makes distributions to creditors. Trustees in chapter 12 and 13 have similar
duties to a chapter 7 trustee and the additional responsibilities of overseeing the
debtor’s plan, receiving payments from debtors, and disbursing plan payments to
creditors. (Duff, 2010, p.76)
The actions of all of the individuals described can affect the experience of a

debtor who seeks bankruptcy protection, although the process is the same for each
person.
Bankruptcy Process. Physical wellness involves a visit with a doctor that
generally includes the completion of a litany of paperwork that includes doctor’s notes,
insurance forms, and test results. And although every patient’s experience with their
physician is different, many of the steps performed by each doctor may be the same or
similar. Every debtor has a unique bankruptcy experience in their quest for financial
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relief but the law requires the same process for every person who seeks bankruptcy
protection. Part of the process also involves filing documentation required by law.
As explained previously, the Bankruptcy Code represents the uniform law that
governs all bankruptcy cases (Duff, 2010). But the bankruptcy process is determined by
the Federal Rules of Bankruptcy Procedure (also known as the Bankruptcy Rules) and
local rules of each bankruptcy court. “The Bankruptcy Code and Bankruptcy Rules (and
local rules) set forth the formal legal procedures for dealing with the debt problems of
individuals and businesses” (Duff, 2010, p.5).
The bankruptcy process is primarily administrative and is conducted away from
the courthouse or outside of a courtroom (Duff, 2010). As a result, the debtor’s
interaction with the bankruptcy judge is typically limited and may only occur at the plan
confirmation hearing, which will be discussed later.
A Ch. 13 case begins with the filing of a petition with the bankruptcy court
serving the area where the debtor resides (Duff, 2010). In some districts, the U.S. trustee
appoints a standing trustee to serve in all Ch. 13 cases. Such is the case in Memphis,
where cases are assigned to one of two standing Ch. 13 trustees.
Filing the bankruptcy petition constitutes an order for relief and imposes an
automatic stay or stop to most collection actions against the debtor or their property.
Notice of the case is given to all creditors whose contact information is provided by the
debtor (Duff, 2010). As long as the stay is in effect, creditors are prohibited from
initiating or continuing lawsuits, wage garnishments, and collection calls. The automatic
stay will also stop a foreclosure proceeding. The use of bankruptcy to stop a foreclosure
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is particularly important for the participants of the study and has implications for housing
issues in Memphis that were discussed previously in the chapter.
After the petition is filed, the trustee will schedule a meeting of creditors (341
meeting) as required by §341, where the creditor (or his attorney) or the trustee may ask
questions regarding the debtor’s financial affairs (Duff, 2010). The debtor is required to
attend this meeting. The participants for the study were interviewed on the day of their
341 meetings. A Ch. 13 repayment plan must also be filed with the court for their
approval (Duff, 2010). It must include the fixed amounts, for payments, which will be
sent to the trustee on a biweekly or monthly basis. The trustee is then responsible for
distributing the funds to the creditors, based on the terms of the plan. The first payment
is due within 30 days of filing the petition. The plan cannot exceed a maximum of five
years and only three years is allowed if the debtor’s current monthly income is less than
the state median for a family of the same size as that of the debtor.
Within 45 days after the meeting of the creditors, confirmation hearings are held
by the judge to decide if the repayment plan is feasible and meets the standards for
confirmation required by the Bankruptcy Code (Duff, 2010). When creditors receive
notice of the hearing, they may object to confirmation of the proposed plan. When plans
are not confirmed, the debtor may submit a modified plan. The trustee has the authority
to distribute funds received to creditors once the plan is confirmed.
“The provisions of a confirmed plan bind the debtor and each creditor” (Duff,
2010, p. 26). Debtors are prohibited from incurring new debt without consulting the
trustee, since new debt may compromise the debtor’s ability to fulfill their repayment
plan (Duff, 2010). At some point, if a debtor fails to make the payments due under the

28

confirmed plan, the case may be dismissed and creditors can resume collection efforts. If
a plan is successfully completed within three or five years, then the debtor receives a
discharge. That discharge releases the debtor from all debts in the plan. Creditors who
have been paid in part or full under the plan cannot initiate or continue action to collect
the discharged obligations.
“In order to complete the official bankruptcy forms that make up the petition,
statement of financial affairs, and schedules, the debtor must compile the following
information” (Duff, 2010, p.23):


A list of all creditors and the amounts and nature of their claims



The source, amount, and frequency of the debtor’s income;



A list of all of the debtor’s property



A detailed list of the debtor’s monthly living expenses, like food, clothing, shelter,
utilities, taxes, transportation, medicine, etc. In a situation where only one spouse
files, the income and expenses of the non-filing spouse is required so that the
court, the trustee and creditors can evaluate the household’s financial position.
Typically, debtors provide all of the data described to their attorneys, who uses

the information to submit all required schedules and forms to the trustee. A summary of
the required financial schedules and forms, which must be filed with the court, is
summarized in Table 2.
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Table 2
Required Bankruptcy Schedules and Applicable Figures

Schedule

Name of Schedule

Displayed in Appendix

A

Real Property

Figure A1

B

Personal Property

Figure A2

C

Property Claimed as Exempt

Figure A3

D

Creditors Holding Secured Claims

Figure A4

E

Creditors Holding Unsecured Priority Claims

Figure A5

F

Creditors Holding Unsecured Nonpriority Claims

Figure A6

G

Executory Contracts and Unexpired Leases

Figure A7

H

Codebtors

Figure A8

I

Current Income of Individual Debtors

Figure A9

J

Current Expenditure of Individual Debtors

Figure A10

B22

Schedule of current income/expenditures

Figure A11

Note. Summary of required schedules for Ch. 13 bankruptcy. Adapted from United
States Courts, n. d., Forms and fees, retrieved from
http://www.uscourts.gov/FormsAndFees/Forms/BankruptcyForms.aspx

The schedules listed in Table 2 were part of the bankruptcy files, through the court’s
database, that I used to calculate financial ratios for the participants of the study.
Payment and Fees for Bankruptcy. Health care costs and so does bankruptcy.
Bankruptcy and its associated fees make strange bedfellows in light of the fact that
bankruptcy protection is being sought for financial relief. Yet there are bankruptcy costs
mandated by law that debtors must assume. Those costs are summarized in Table 3.
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Bankruptcy is a complex process that involves a number of players and
considerable payment. Insight about this process is essential to understanding the
bankruptcy experiences of the participants of the study. Understanding the bankruptcy
experience, however, is incomplete without an understanding of the reasons people
choose to file Ch. 13.

Table 3
Bankruptcy Fees and Associated Services

Fee

Amount

Assessed By

Filing fee
Misc. administrative fee
Attorney
Trustee
Certification/
Exemplification
Audio Recording
Amended Bankruptcy
Record Search
Adversary Proceeding Fee
Document Filing/Indexing
Record Retrieval Fee
Returned Check Fee
Notice of Appeal Fee/
Direct Appeal Fee

$235
$39
$3,000 maximum
10% maximum of case amount
$11
$21
$30.00
$30.00
$30.00
$293.00
$46.00
$53.00
$53.00
$293.00
$157.00

Court
Court
Attorney
Trustee
Court
Court
Court
Court
Court
Court
Court
Court
Court
Court
Court

Note. United States Bankruptcy Court - Western District of Tennessee, 2011, Filing fees
and requirements, retrieved from http://www.tnwb.uscourts.gov/TNW/Fees.aspx
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Reasons for filing bankruptcy. The most common reasons that people file
bankruptcy are well documented in the literature. The reasons for filing bankruptcy are
generally related to too much debt in combination with an unexpected negative shock to
income (Garrett, 2007). The debt becomes unmanageable when unexpected insolvency
events like a job loss, medical expense, divorce, or death of a spouse occurs (Buckley &
Brinig, 1998; Gropp, Scholz, & White, 1997; Nelson, 1999). But according to the
Federal Reserve, this does not explain the explosive growth in personal bankruptcy
filings over the past 30 years (Garrett, 2007). Consumer bankruptcy rates rose from
250,000 filings in 1979 to 1.5 million in 2004. Two primary conceptual frameworks
exist in the literature to explain the growth in filings: the economics incentive model and
the financial distress explanation.
“According to the incentives model, the stigma associated with filing has
diminished so that savvy consumers take advantage of the system by accumulating
unsecured debt and then discharging it” (Lown, 2008, p. 365). Law professor Todd
Zywicki is one of the leading advocates of this perspective and argues that the factors that
have contributed to high bankruptcy filings, before BAPCPA 2005, include cost and
benefits of filing that make it more attractive, reduction in personal shame and social
stigma, and a shift toward a more impersonal relationship between the debtor and creditor
(Zywicki, 2005). However, much of the literature that supports the incentive model is
based on opinion and economic modeling instead of research on debtors (Lown, 2008).
The primary proponents of the financial distress or structural model are Sullivan,
Warren, and Westbrook (1989, 2000), who began the Consumer Bankruptcy Project
(CBP) in the late 1970s. The CBP relies on data from bankruptcy files and interviews
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with debtors to explore the circumstances that drive or motivate filings. According to the
CBP (Sullivan, Warren, & Westbrook, 1989), a combination of increased debt, along
with uncertain jobs and incomes, translates into widespread financial distress for the
middle class. The second phase of the CBP identified five sources of financial stress that
included increased economic volatility, skyrocketing consumer debt levels, economic
impact of divorce and single-parent families, rising medical costs combined with reduced
insurance coverage, and debtors’ often unrealistic determination to hold on to
unaffordable homes.
Braucher (2006) examined the interaction of both models by categorizing
economic factors that drive the supply and demand for credit and the cultural factors
which affect both supply and demand. Braucher (2006) concluded that neither model is
adequate by itself to explain the growth in bankruptcy rates. Whatever the reason behind
the growth in bankruptcy rates, those consumers who are contributing to that growth have
to face the negative consequences of filing Ch. 13.
Consequences of filing Ch. 13. Many consumers are facing the nightmare of
bankruptcy in a last ditch effort to hold on to their American dream of homeownership
and regain a decent job. The irony of a person in financial distress having to pay more
money to obtain relief is a double-edged sword. The knife wound from that sword gets
deeper when people have to face the fact that their bankruptcy filing remains a part of
their credit history for the next seven years.
The cost of public shame that leaves the debtor’s personal financial affairs
accessible with a few clicks of a computer mouse cannot be calculated. Financial failure
has a stigma attached to it. The couples I interviewed admitted they chose not to tell
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anyone, beyond a couple of immediate family members, that they were filing bankruptcy.
“Eighty-five percent of those who file for bankruptcy are struggling to hide that fact from
families, friends, or neighbors” (Warren & Tyagi, 2003, pp. 74-75). “Anxiety and shame
have become constant companions for Americans struggling with debt” (Warren, 2010, p.
5). More than 50% of Americans will not confide in friends about their credit card
balances (Lazorony, 2004).
In a 2005 survey by the National Opinion Research Council, families were asked
to rank negative life events, from 1 through 100 (Smith, 2005). Respondents ranked
filing for bankruptcy number three after listing the death of a child and being forced to
live on the street or in a shelter as the most devastating possibilities. Yet, bankruptcy is
not a private affair. Bankruptcy information is available to the public on the local
bankruptcy district’s website, where a person can view the names of consumers
scheduled to appear for their 341 meetings, as I did, while conducting this study.
Next, although bankruptcy provides some financial relief, it can ruin a consumer’s
credit score. Ch. 13 bankruptcy remains on a person’s credit report for seven years and a
Ch. 7 bankruptcy can remain for as many as ten years. Some may argue that it is only
fair for a person’s credit to be ruined when they have failed to meet their debt obligations.
However, each of the couples in the study suffered income challenges due to job losses
and/or underemployment. For many employers, reviewing a person’s credit report is
standard operating procedure in their search for good employees. According to Christine
V. Walters of the Society for Human Resource Management, credit history is one of
many factors—including education, experience and certifications—that employers use
“to narrow that applicant pool to those who are most qualified” (Bates, 2010, p. 1).
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However, one of the reasons consumers file Ch. 13 is to obtain financial relief
until their circumstances improve. That goal is hindered by the fact that the bankruptcy
filing is recorded in the credit report. The financial relief, which consumers are seeking
in bankruptcy, may be one of the factors that prevent them from obtaining a better job so
their circumstances can improve.
Consumers facing financial failure have to determine if the benefits of bankruptcy
outweigh its cost for their individual household. Regardless of whether a consumer
chooses to file bankruptcy, the financial wellness conceptual model holds great promise
in providing consumers with a way to evaluate their financial performance and make
more informed financial decisions.
Financial Wellness
Few can argue that health is a desirable goal and financial health is no different
because it is an essential component of overall well-being. Webster (Merriam-Webster
Online Dictionary, 2009) defines well-being as “the state of being happy, healthy, or
prosperous” (p. 1). The subject of well-being has been researched and the six domains of
well-being that have been identified include job, finances, house, health, leisure, and
environmental satisfaction (Fletcher & Lorenz, 1985; Van Praag, Frijters, & Ferrer-iCarbonell, 2000; Zimmerman, 1995).
Using Webster’s definition of well-being, financial well-being could be described
as the state of being happy, financially healthy, or prosperous. Because the concept of
well-being tends to be abstract, the term, personal financial wellness, has been adopted
because the concept is more concrete, functional, and easier to understand for the general
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public (Joo, 1998). However, in the literature, financial well-being and financial wellness
tend to be used interchangeably.
Most of the previous research on personal financial wellness has examined this
concept from either an objective or subjective perspective. As a result, previous research
studies on financial wellness have only focused on an objective or subjective construct.
Objective financial wellness can be explored by examining variables that reflect
financial behavior and the financial status that is achieved as a result. Jeries and Allen
(1986) examined financial behavior in an effort to measure financial hardship. Godwin
(1994) examined how cash flow affected the net worth of 256 married couples. Savings
(Chang, 1994; Hefferan, 1982) and debt (Baek, Zhou, & Hong, 2000; Godwin, 1998)
have also been used as measures of objective wellness. The financial or objective status
of the consumer as a result of behavior can also be examined, using financial ratios or
formulas. The authors of personal finance texts recommend the use of financial ratios
(e.g., liquidity and savings) as "yardsticks to measure financial progress" (Winger &
Frasca, 1993, p. 72) and "to better manage financial resources and develop spending and
credit-use patterns consistent with goals" (Garman & Forgue, 2006, p. 44). Several
studies (DeVaney, 1993, 1995; Greninger, Hampton, Kitt, & Achocoso, 1996; Prather,
1990) have used ratios as a benchmark of financial status and examined the liquidity and
solvency of households.
Subjective measures of financial wellness include financial satisfaction and
perception. Financial satisfaction has been explored by Porter and Garman (1993), Lown
and Ju (1992), and Hira and Mugenda (1999) using surveys. In their study of retired and
nonretired households, Hira and Muguenda (1998) found evidence that financial beliefs
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and spending behavior were predictors of satisfaction. Another study linked increased
satisfaction with age of the money manager, income, and the implementation of financial
management practices (Titus, Fanslow, & Hira, 1989). Studies by Porter (1990) and
Hayhoe and Wilhelm (1998) used perception as a subjective measure of financial
wellness. Porter’s (1990) study included an investigation of perceived net worth and
income adequacy. In their study of 173 couples, Hayhoe and Wilhelm (1998) found that
perceived economic well-being differed between husbands and wives.
Personal financial wellness is best measured using both objective and subjective
components. A study of over 200 financial educators, researchers, and practitioners was
conducted by Joo and Bagwell (2003) to explore the meaning and components of
personal financial wellness. When asked to evaluate the importance of objective and
subjective components of financial wellness based on a score of 100, subjective and
objective components received a rating of 45% and 55%, respectively. Based on the
feedback from financial professionals, researchers concluded that “measuring personal
financial wellness and assessing it with a comprehensive instrument can be useful in
working with clients” (Joo & Bagwell, 2003, p. 50)
Joo (1998) has conducted research measuring personal financial wellness to
establish a relationship between financial wellness and worker productivity. Joo’s (1998)
study employed a survey research design. The same constructs of objective status,
financial satisfaction, financial behavior, and subjective perception were used to study
financial wellness in young adults, age 18 to 30 by Rutherford and Fox (2010). Their
study examined 458 households that filled out the Survey of Consumer Finances,
sponsored by the Board of Governors of the United States Federal Reserve System. One
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of their “findings suggests that slightly over half of young adults in the United States do
not have enough cash on hand to pay for household expenses for about 2½ months in the
event of a sudden loss of income” (Rutherford & Fox, 2010, p. 13).
“Personal financial wellness is a comprehensive, multidimensional concept
incorporating financial satisfaction, objective status of financial situation, financial
attitudes, and behavior that cannot be assessed with one measure” (Joo, 1998, p. 23). As
a result, Joo developed a financial wellness diagram that depicts personal financial
wellness as a component of overall well-being (Joo, 2008). Based on Joo’s framework,
the current study developed a conceptual model defining financial wellness for married
bankruptcy filers by identifying specific variables from previous studies for each of the
comprehensive constructs in Joo’s model. This modified version of Joo’s model is shown
in Figure 2.
This model is comprehensive and includes the constructs of financial satisfaction,
perception, objective status, and financial behavior. Financial satisfaction and perception
are assessed individually for each spouse. Satisfaction is evaluated by examining
adequacy of income, health, and the status of debt payments. Perception is evaluated by
determining if the individual exhibits an internal or external locus of control. Objective
status is measured through the calculation of financial ratios. And the primary financial
behavior assessed is the act of filing Ch. 13 and an examination of the factors that have
influenced that decision using the flows of cultural influence on consumer financial
behavior model (Figure 9). More information about the evaluation of the constructs of
the financial wellness model is discussed in Chapter 3.
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Husband

Individual
Satisfaction

Wife

Individual
Satisfaction

Individual
Perception

Adequacy of Income
Health
Current on debt

Individual
Perception

Internal or External
Perceived Locus of
Control

payments

Objective Status

Financial Behavior

Examining act of
filing Ch.13 within
cultural flows model

Financial Ratios

Figure 2. Financial Wellness Diagram. Version of the personal financial wellness
conceptual research model, modified for married couples, along with assessments for the
satisfaction, perception, behavior, and objective status constructs. Joo (2008, p. 30)
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The model was modified to establish assessments or measures for the constructs
that were best for the participants of the study. The participants of this study are married
Ch. 13 bankruptcy filers. Figure 3 illustrates how another study modified Joo’s
conceptual model to include measures that were more suited for the college students or
young adults that participated in that study.

Measures of Financial Wellness Constructs

Financial Wellness
constructs

Joo, 2008

Baek & DeVaney,
2004

Current Study

Satisfaction

Overall satisfaction with
financial situation

Feel lucky in financial
affairs

Income, health,
payment behavior

Perception

Financial
attitudes/knowledge

Attitude toward credit,
spending pattern

Locus of control

Financial Behavior

Areas of personal
finance like cash and
credit management

Credit card usage,
payment behavior

Flows of Cultural
Influence on Consumer
Financial Behavior

Income, Ratios

Income, credit card
debt, student loans

Financial Ratios (e.g.,
liquidity and savings)

Objective Status

Figure 3. Comparison of Financial Wellness Models. Comparison of Joo’s original
conceptual model with other versions of it that were modified, based on the unique
characteristics of participants.

All of the financial wellness studies noted, whether they emphasize objective,
subjective, or a combination of components, have limitations. First, the studies used
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surveys as the main source of data, which limits the scope of responses to statements that
others have constructed rather than examining interview responses in the voice of the
participants, which captures their perspectives in a way that surveys cannot. Second,
since all of the research was conducted for quantitative studies, the data does not reflect
the descriptive detail that is available in qualitative studies . Finally, financial wellness
has not been used to examine the condition of bankruptcy filers. The current research
fills an important gap in the literature by utilizing a comprehensive conceptual framework
to examine financial wellness for bankruptcy filers, based on data from a variety of
sources (interviews, surveys, and financial information) in a qualitative study.
The four components of the financial wellness diagram, in Figure 2, provide a
comprehensive look at a person’s financial health. Financial ratios, as a measure of
objective status, are a valuable tool in measuring the results and consequences of
financial decision-making and behavior. In addition, feelings of satisfaction or
dissatisfaction often affect perceptions consumers have about their personal finances.
Financial Satisfaction. Research findings from a number of studies (Applied
Research & Consulting, 2009; Employee Benefit Research Institute, 2007; MetLife,
2010) indicate that what people perceive and understand about their financial
circumstances is affected by the level of satisfaction associated with those circumstances.
Financial decision-making that is solely based on perception without an appropriate level
of financial knowledge may be uninformed or ill-informed and can lead to undesirable
outcomes. Those outcomes then affect how consumers feel and react to their financial
situation.
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The Study of the American Dream, conducted by MetLife (2010) noted that 59%
of respondents were living paycheck to paycheck and 65% indicated they could not take
care of expenses for more than three months if they lost their job. Almost half of the
respondents had credit card debt that was not paid off in full each month and of those
respondents, 19% believe they will always have some credit card debt. Only 31% said
they felt they had an adequate personal safety net in the form of savings. Over 50% of
respondents agreed with the statement “I feel like the bar is constantly rising in terms of
the basic necessities of life.” Those concerned about how to make the ends meet (45%)
and 26% of those who have credit card debt and no safety net report that the stress of
these concerns is keeping them up at night.
The picture for retirement savings, based on the Retirement Confidence Survey
(Employee Benefit Research Institute, 2007), reveals some interesting insights when
comparing workers’ retirement preparation to their beliefs about retirement.


Forty-nine percent of workers who have not saved for retirement feel confident
that they will have a comfortable retirement.



About half of workers who have saved money report that they have less than
$25,000 in total savings and investments.



Many workers expect savings to provide them with a large portion of their income
in retirement.



Six in 10 savers and even three in 10 nonsavers say that some form of personal
savings will supply them with their largest source of retirement income.

The respondents in this survey have a perspective or belief about their finances that is
contradictory and leaves a lot of unanswered questions because it is not clear how adults
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can sustain a belief system about having a comfortable retirement that is not supported by
the income necessary to provide it.
In 2009, in consultation with the U.S. Department of Treasury and the President’s
Advisory Council on Financial Literacy, a national study was commissioned to establish
a baseline measure of the ability of Americans to manage their money, known as
financial capability (Applied Research & Consulting, 2009). One of the survey questions
asked respondents if they agreed or disagreed with the statement, “I am good at dealing
with financial matters.” The responses of those who agreed with the statement were
compared to other responses to statements of behavior. Out of those that agreed with the
statement, 11% said they spent more than they earned, 34% spent all they earned, and
35% reported that it was somewhat difficult to cover their expenses and pay all bills.
Twenty percent indicated they overdrew on their checking account occasionally, 1% had
filed bankruptcy in the last two years, and 29% had utilized an alternative borrowing
mechanism like an auto title or payday loan that typically charges much higher interest
rates than are charged on bank loans. The report concluded that there is a gap between
self-perceptions of financial knowledge and real-world behavior.
A Family Credit Counseling Service national survey, the Financial Stress Survey,
revealed the following perceptions and feelings (Impulse Research Corporation, 2004):


Respondents with credit card debt said their biggest financial fear is that they will
never get out of debt (32.5%). Almost 19% fear they will not be able to provide
for their family; 14% fear they may not be able to maintain their current lifestyle
for much longer; 13.7% fear they will not be able to retire.
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When asked if their debt has ever affected their relationships, 42.1% agreed with
the statement, “I’ve gotten in fights with my significant other over money.”



In response to a question about what prevented them from seeking the advice of a
credit counselor, 56.8% of those with financial problems said their problems were
not that bad and they could handle them on their own.

The survey results reflect the types and range of emotions adults experience as a result of
how they perceive their financial situations.
Another group of financially dissatisfied adults, who represent the target
population for this study, are bankruptcy filers. Bankruptcy filings between 1999 and
2004 totaled 8.6 million (Garman et al., 2005). This figure is mutually exclusive because
these consumers could not declare bankruptcy again for another six years so it captures
unique filings. “Between 1980 and 2004, bankruptcies grew at an annual average rate of
7.6 percent a year” (Garrett, 2006, p. 8). A multiplier of 1.304 is used to account for the
number of married couples who file bankruptcy (Warren, Thorne, & Sullivan, 2001).
When this multiplier is applied to bankruptcy figures (1.304 x 8,678,826), it means that
over 11 million adults were affected by bankruptcy from 1999 - 2004. “As of 2004, the
filing rate was 5.3 per 1,000 people, more than four times the 1980 rate and nearly 80
times the 1920 rate” (Garrett, 2006, p. 8). These figures increase dramatically when
considering the observations made by experts that bankruptcy really affects a total of
about 5 million people annually in households when one counts both the petitioner’s
spouses as well as their children (Garman et al., 2005).
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Perception. The pictures in Figure 4 represent a famous perceptual illusion in
which the brain switches between seeing a young girl and an old woman (or "wife" and
"mother in law"). An anonymous German postcard from 1888 (left figure) depicts the
image in its earliest known form (Weisstein, n.d.). For many years, the creator of this
figure was thought to be British cartoonist W. E. Hill, who published it (right figure) in
1915. However, it is believed Hill adapted the figure from an original concept that was
popular throughout the world on trading cards (Weisstein, n.d.). When viewing either
picture, some people see a young lady looking away and others see an old lady looking
down. Depending on how you look at the picture, the young woman's nose and eyelash is
a wart on the old woman's nose. The young woman's ear is the old woman's eye. The
young woman's necklace is the old woman's mouth. The picture does not change. The
change occurs in the parts of the picture that you emphasize and the different meanings
you assign to the parts.

Figure 4. Wife and Mother-in-Law. Adapted from “The original of E. G. Boring's
young girl/mother-in-law drawing and its relation to the pattern of a joke” (Wright, 1992,
p. 273).
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In 1990, Rickey and Teresa Brooks received an opportunity to purchase a fourbedroom home through a local nonprofit organization and were granted a 20-year, zerointerest mortgage that required a monthly payment of $220, which was lower than the
$350 rent they were paying for a two-bedroom house (Perrusquia, 2003).

Nine years

later, after refinancing their mortgage, their new monthly payment rose to $732. Then in
2000, the couple received a $5,000 check in the mail from Beneficial Tennessee Inc.
This loan, in addition to their new mortgage, raised their payments to $900 a month.
Initially, Teresa was not sure it was a loan. “They mail a check with your name on it.
All you got to do is cash it” (Perrusquia, 2003). The family filed bankruptcy and lost
their home in 2003.
Rickey and Teresa’s experience with the check they received in the mail and the
images presented in Figure 4 illustrate the powerful influence of perception. Perception
is neither right nor wrong; however perception can be enhanced or distorted. It can be
enhanced by good information or it can be distorted by a lack of the right information.
Even as you read about Rickey and Teresa’s experience, your perception of their situation
is being formed and establishes the basis of your reaction to it.
Upon initially reading this couple’s experience, I remember thinking that they
should have known better and I blamed them for not reading all of the information that I
assume accompanied the check they received. As I began to contemplate this research
topic, I was reminded that I had recently received a check in the mail myself from a bank.
I was not expecting the check and I had much the same reaction that I believe most
people have when they receive additional money – I was elated! After my own
experience, when I re-read the Brooks’ story, I had a different perception and could very
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well understand why they did not know or realize that what they received was a loan.
Who receives a real check in the mail and initially draws the conclusion that it is a loan?
When you redeem a check, they give you cash, not a contract for repayment. I did not
reach that conclusion when I received my own check. Even the name of the company on
the check the Brooks’ received does not include the word, “loan.”
This situation underscores the importance of understanding the perceptions that
individuals have of their financial circumstances. Perception is a significant factor in
terms of how it influences the rationale used to make financial decisions. For the Brooks,
cashing the check they received which they did not perceive as a loan was one of many
decisions they made that ultimately led to bankruptcy.
Financial Behavior.
Savings. The U.S. household savings rate rarely dipped below 8% of income
after the Great Depression and peaked at more than 25% during World War II (Manning,
2005). As a result, prior to World War II, saving and wise use of credit represented the
twin financial pillars of the family budget. However, as the purchasing power of
consumers increased, the rate of savings in U.S. households drastically decreased. As
shown in Figure 5, the annual national savings rate dropped from nearly 8% after 1991 to
-0.6% in 2005. The implication of this reality is cause for concern. With an uncertain
job market and insufficient savings, the financial stability of households is threatened.
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Figure 5.

U.S. Consumption as a Percentage of Gross Domestic Product (GDP) to

U.S. Personal Savings Rate as a Percentage of Disposable Income (PS%D). Bar graph
that compares the two measures (Consumption%GDP vs. PS%D from 1980 until 2005
(Manning, 2005, p. 6).

The personal savings rate averaged 1.8% between January 2005 and April 2008
(Cashell, 2009). In addition, the failure of over 25 banks in the 2008 calendar year alone
does not inspire confidence about the security of savings. The breakdown of the
subprime mortgage lending market because of excessive foreclosures has been blamed
for the bank failures. IndyMac Bank was once one of the largest mortgage lenders in the
U.S. An 11-day run on the bank, in which $1.3 billion was withdrawn by depositors,
closed the bank and the Federal Deposit Insurance Corporation (FDIC) took charge of its
operations (Stempel, 2008). Gerard Cassidy, an analyst at RBC Capital Markets,
predicted that 300 U.S. banks will fail over the next three years (2009 through 2011)
because of credit losses and tight capital markets (Stempel, 2008, p. 1). According to the
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FDIC’s failed bank list (Federal Deposit Insurance Corporation, 2010), as of the end of
August 2010, over 250 banks have closed since January 2009. These bank failures
illustrate the enormous effect that excessive consumer debt, that includes mortgages in
default because of borrowers’ inability to pay, can have on the entire U.S. economy.
Consumption, Credit, and Debt. Spending for consumption, by U.S. citizens,
supports businesses in the economy. Figure 5 shows a steady increase in consumption
from 1980 to 2005. The standard of living for Americans has increased substantially
because of consumption but the basis of that consumption has changed from being
income-based to debt-based. Once income is fully expended, consumers resort to using
credit.
Early forms of credit took the form of installment plans, cash and carry, and layaway (Manning, 2005). People were deemed creditworthy based on their willingness to
save and pay large down-payments and fulfill their promise to repay their debt. After
World War II, spending accelerated as credit through federal loans for veterans enabled
them to pursue higher education and purchase homes. Demand for consumer credit rose
as suburban communities began to take shape and their residents required home
furnishings, automobiles, and appliances. “The growth of consumer borrowing was
influenced by traditional cultural attitudes (Puritan ethos) that promoted good debt such
as accumulating an asset like a home over bad debt such as a rapidly depreciating new
sports car” (Manning, 2005, p. 2).
The inflation that characterized the 1970s lowered in the 1980s, which contributed
to less restrictive consumer lending (Manning, 2005). Before the 1978 U.S. Supreme
Court Marquette decision, lenders were very selective in issuing credit cards (Lown,
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2008). Deregulation of the banking industry gave rise to financial conglomerates and
credit became more accessible (Manning, 2005).

Extending credit to riskier consumers

tends to be profitable because of offers with high interest rates and costly terms (Stavins,
2000). Credit has now become a source of financial empowerment and a powerful tool in
consumption decisions. “The result is that consumer credit has been recast from an
earned privilege to a social entitlement with the consequence that Americans have
assumed unprecedented levels of both good and bad debt” (Manning, 2005, p. 4). The
influence of this cultural shift is depicted in flows of cultural influence model in Figure 9.
Economic data indicates Americans are living at a higher standard of living than
any generation before them. Yet a closer look will reveal this standard of living is
maintained by a high level of debt that continues to pose financial challenges for
American households. Americans are now wealthier than previous generations because
of increases in housing equity and stock market wealth (Manning, 2005). It is possible
that household wealth has led to more spending as Americans have enhanced their
standard of living through more debt. Loans are used to purchase cars, furniture, and
electronics. Revolving credit through the use of credit cards, mortgage refinancing, and
home equity loans has also been used to support a higher standard of living. Household
debt as a percentage of disposable income rose from 73% in 1979 to 114% in 2003
(Manning, 2005). About 76% of these liabilities were due to escalating home mortgages.
Home equity loans climbed from $86 billion in 2001 to $139 billion in 2003, according to
the Joint Center for Housing Studies (2004).
Critics contend that severe overindebtedness leaves households vulnerable to
unexpected crises like health care expenses, job loss, and divorce. Only 10 to 20 percent
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of workers have enjoyed a real increase in wealth (more money or property) while others
have more debt than assets (Manning, 2005).
Except when depressions have disrupted economic life, living standards have
continually improved for most families until recently. American families have
resisted this flattening out in their level of living by employing two strategies.
One has been the increased reliance on consumer debt; the other is the expanded
participation by women in the labor force. (Mason, 1992, p. 772)
When households receive additional income, they experience an increase in
wealth because the money can be saved or used to purchase assets. Instead, many
Americans have incurred debt to obtain assets in an effort to improve their standard of
living. From 1992 to 2005, installment debt jumped from $528 billion to $1.35 trillion
(Manning, 2005). The rise in consumer debt from 1980 to 2005, depicted in Figure 6, has
been staggering and there appeared to be no decline until a peak of $973.6 million was
reached in August 2008 (Simon, 2010). That is when revolving debt levels dropped to
$827.7 million, a decrease of over $145 million.

About 54 million Americans have

credit card debt. Credit card balances continue to fall as consumers either repay their
lenders or have their debts charged off as uncollectable. "The last five quarters of
consecutive decreases in credit card balances show that consumers continue to pay down
their credit cards in response to economic uncertainty and high unemployment," (Simon,
2010, p. 1) according to Ezra Becker of Transunion.
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Figure 6. Growth of Outstanding Consumer Debt in the U.S. from 1980 to 2005
(Manning, 2005, p. 7).

However, the fact still remains that during the period of time noted in Figure 6
(1980-2005), personal bankruptcy filings in the U.S. increased nearly 350% (Garrett,
2007). The 1980s were the decade of “democratization of credit” because almost anyone
could get a credit card, which led to saturation marketing of credit cards and tremendous
growth in debt burdens in the American household in the 1990s (Lown, 2008). The
2000s saw tremendous increases in mortgage debt as well as explosive growth in
predatory and subprime lending.
As a result, U.S. regions with high credit card debt burdens tend to have higher
bankruptcy rates (Stavins, 2000).
It is unlikely that one event triggered the rise in bankruptcy filings. The increased
availability of credit, lower costs to filing for bankruptcy, decreased consumer
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savings, and increased consumer debt, do not necessarily cause bankruptcies, per
se, but rather have made individuals more susceptible to negative income shocks,
thus increasing the chance of bankruptcy. (Garrett, 2007, p. 19)
Financial Ratios. The use of financial ratios (e.g., liquidity and savings) in
business firms to monitor performance is a standard in the business world. Businesses
began using ratios in the 1920s to serve as key indicators of the firm’s financial health
and predictors of its growth and survival (Horrigan, 1978). The use of ratios in personal
finances began in the 1980s when Griffith (1985) reviewed personal finance books and
found little specificity on the use of ratios for financial analysis of households. Mason
and Griffith (1988), Lytton, Garman, and Porter (1991), and Langrehr and Langrehr
(1989) have all identified ratios for use by households. Several studies have used or
applied ratios to adequacy of emergency funds (DeVaney, 1995), housing affordability
(Bogdon, Silver & Turner, 1993), overall savings (Burns and Widdows, 1990), and debt
and insolvency risk (DeVaney, 1993, 1995; Sullivan, Warren, & Westbrook, 1989).
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Chapter 3
Methodology
The purpose of this research was to examine the factors that have affected the
financial health of married bankruptcy filers in Memphis, Tennessee. As a result, the
study answered the following three research questions:


What affects the financial behavior and financial status of married couples filing
bankruptcy?



What influences the perceptions and level of financial satisfaction experienced by
married couples who are filing for bankruptcy?



How can the financial wellness conceptual model be used to provide insight about
the financial condition of married couples filing Ch. 13?
The study was framed to examine the financial status, satisfaction, behavior, and

perception of consumers.
To explore factors that affect financial well-being, a naturalistic, qualitative
inquiry process was employed, drawing on the tradition of qualitative case study
research. “Through case studies, researchers hope to gain in-depth understanding of
situations and meaning for those involved. Topics often examined in case studies include
individuals, events, or groups” (Hancock & Algozzine, 2006, p. 11). According to Stake
(1995), “particularization is an important aim, coming to know the particularity of the
case” (p. 39). Case studies were developed for three married couples (six individuals)
filing bankruptcy.
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Pragmatism is the paradigm that shaped the development of this research study.
According to Cherryholmes (1992) and Murphy (1990), this worldview has the following
characteristics:


Pragmatism is not committed to any one system of philosophy and reality.



Individual researchers can exercise freedom in their choice of methods,
techniques, and procedures that best meet their needs and purposes.



Through mixed methods, researchers use many approaches to collecting
and analyzing data rather than adopting only one way.



Pragmatists agree that research is occurring within social, historical, and
other contexts.

The theory that framed this study was the conceptual framework of personal financial
wellness, presented in Figure 2 and discussed in Chapter 2. The case study methodology
was utilized to explore the constructs of objective status, financial satisfaction, financial
behavior, and subjective perception that are presented in the conceptual model. Each
case study is presented within the financial wellness framework from the viewpoint of the
consumer.
Setting
The participants for this study were consumers who filed bankruptcy in the United
States Bankruptcy Court of the Western District of Tennessee. The building that houses
the court is located in downtown Memphis, Tennessee and serves residents from Dyer,
Fayette, Lauderdale, Shelby, and Tipton counties. In this place, a cross section of society
from well-educated to low literacy individuals meet to seek assistance and financial
relief.
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Memphis was selected as the setting for the study because of its high rates of
Ch.13 bankruptcy filings. In 1997, Memphis bankruptcy filings increased 32%, which
meant that one in 23 Memphians went bankrupt, which was the highest rate in the U.S.
(Clark, 1997).
Permission to conduct the study was obtained from the Chief Justice of the
bankruptcy court located in Memphis, Tennessee. The research was conducted in 2011
from January 13th through February 15th. Interviews were conducted in an office
adjacent to the room where consumers gather for required creditor meetings.
Participants
For the purposes of the three case studies that were developed, every effort was
made to include participants that did not appear to be suffering from any observable
mental challenge characterized by questionable actions (e.g., talking to oneself, erratic
emotions). The criterion for the sample was developed to ensure the inclusion of
participants who understood the nature and consequences of their actions. Since that
assurance cannot be obtained with participants who appear to be mentally challenged or
unstable, they were not included in the sample.
Institutional Research Board (IRB) approval was obtained from the University of
Memphis and University of Tennessee-Knoxville. Pseudonyms were assigned to protect
the anonymity of each participant. Audio recordings and transcripts, using assigned
pseudonyms, were kept locked to ensure security and protect the identity of participants.
As a result, particular emphasis on confidentiality was communicated to participants to
assure them of their privacy and the forms containing identifying information were kept
separate from research transcripts. To ensure a varied sample of participants, I
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approached bankruptcy filers of diverse ethnicity, gender, and marital status to secure
their permission to participate in the study while they waited for their required creditor
meetings. A brief description of the study was given to participants that included a
statement of participant rights, per IRB standards, and contact information for the
researcher.
Data Collection
The primary sources of data that were gathered include interviews, surveys,
observational notes and bankruptcy case files via the Public Access to Court Electronic
Records (PACER) database. Multiple sources of data provide the best opportunity for
triangulation.
I was the interviewer for an IRB approved bankruptcy project led by professors
within the Extension division of the University of Tennessee (UT) at Knoxville, who
were investigating the rationale behind decisions to file bankruptcy. I conducted 20
interviews for their project and obtained permission from the UT professors (Figure A12
in the Appendix) to use the transcripts of the interviews for purposes of the current
research study, which examined the perception, behavior, status, and satisfaction of
married couples who were filing bankruptcy. My study included data from 25% of the
interviews or three married couples (six individuals) for the development of case studies.
Survey Data. Each participant filled out the 2-page survey provided in Figure 7,
which was reviewed and evaluated by UT Extension Service researchers. Participants
were asked to complete the survey as they were waiting to be called for their 341
meeting. However, some participants were called for their meeting before they were able
to complete the survey. In these instances, the interviewer read the remaining survey
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questions to the participants and filled in the missing information, based on the
participant’s response.
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Figure 7. Survey Instrument.
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PACER Data. Financial data on current income, expenses, and debt was
gathered based on information provided via the PACER database, using the participant’s
case number. The financial forms and schedules that contain these data are presented in
the appendix. According to section 107a of the bankruptcy code, “a paper filed in a case
under this title and the dockets of a bankruptcy court are public records and open to
examination by an entity” (Department of the Treasury, 2000, pp. 11-12). As a result,
bankruptcy information is a matter of public record.
Interview Questions. Participants in this study were interviewed for
approximately one to two hours. Questions reflect the focal points for the study. Focal
points for the study were the four constructs of the financial wellness diagram in Figure
2, which include objective status, level of satisfaction, behavior, and perception.
Those clients who consented to participate in the study were asked the following
questions:


Tell me about your finances in the three years or so before you filed.



Describe the major factors or reasons that caused you to file.



How much were your emergency or other savings prior to the time you got in
financial difficulty?



Tell me about the first time that you ever considered filing. What were some of
the circumstances?



Who did you talk with while you were deciding to file?



In general, what did the person tell you?



Did talking with them encourage you to file or discourage you from filing?



What other people do you know who have filed for bankruptcy?
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How do you know them?



Did you talk with them about filing?



What type of advertising or media did you see on TV or the Internet in your
community?



When you first saw the ad or information, what type of help did you expect to get
from the source?



How well were your expectations met? In what ways were your expectations not
met?



How much time passed between the time you first considered filing and when you
actually started the process? (If a significant time lapse) What caused you to wait?



How did you choose your attorney?



When you first made contact with an attorney, was it your intent to file
bankruptcy or to consolidate your debt?



Why did you choose to file Ch. 13 over Ch. 7?



When you think about all the circumstances that occurred related to your
bankruptcy, how much of that would you say was within your control? If you did
have a chance now to start over, what would you change?
Reliability and Validity. Lincoln and Guba (1985) recommend using qualitative

terminology when describing validation and reliability, which are traditionally
quantitative research terms. According to these authors, alternative terms for validation
and reliability in qualitative research include authenticity, credibility, dependability, and
confirmability.
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The PACER database is a service of the United States Judiciary and represents a
credible source. It is operated by the Administrative Office of the United States Courts.
It is the primary repository for files from all judiciary courts. The information obtained
from the database is based on documentation completed by attorneys with information
from bankruptcy filers.
The survey instrument was completed by both the husband and wife, which
provided an opportunity to compare the data for trustworthiness. Additionally, the
researcher followed up on responses to some survey questions, if they were incomplete,
in the interview. Finally, whenever possible, the survey questions that addressed credit
products (e.g. payday loans and car title loans) were verified and compared to the
couple’s PACER file, which lists all of the debts placed under bankruptcy.
Participant responses were analyzed to determine if they adequately addressed the
research questions. The researcher downloaded audio recordings from the memory cards
in digital tape recorders. Each interview recording was transcribed by contractors
selected by the UT professors. UT professors provided copies of transcripts to me and I
analyzed the data. The credibility of research data based on transcript analysis was
verified by experienced qualitative researchers at UT who are academic specialists in
financial education. Member checking, a traditional qualitative research process that
allows interviewees to review their transcripts, was not done to maintain confidentiality
since husbands and wives were interviewed separately. In addition, credibility of the
research data was enhanced by the triangulation of data from the interviews, spouses,
surveys, and PACER records.
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Data Analysis
Interview and observation data was analyzed by comparing and contrasting
segments of data (words and phrases) within each transcript. These analyses were
conducted by holistic reviews of data, followed by a more focused examination through
the lens of the research question. Transcripts were read and analyzed to identify data that
addressed the research question. Interview responses were classified based on the focal
points of the research study, which include objective status, financial behavior,
satisfaction/dissatisfaction, and perception. Data was coded based on this classification
for each transcribed interview. Categories, developed from the identified patterns and
trends, were used to inductively evaluate the financial condition of the couple, based on
guidelines or measures for each construct, presented in Figure 2.
In addition, the researcher created memos throughout the study and recorded
emergent key themes and insights. Patterns and trends were identified from the data,
based on the repetition and emphasis of words and statements that represent descriptors
or indicators of specific influences. Data were also analyzed to identify information
related to the level of satisfaction, behavior, and perception components of the financial
wellness conceptual model. Each of these constructs was assessed according to specific
criteria and guidelines.
Assessment of Satisfaction. One of the first symptoms of a physical problem is
pain. And when the pain of financial struggles sets in, it manifests in the level of
satisfaction displayed by consumers. That level can range from one degree to another,
like body temperature, which is one of the vital signs doctors measure to take a quick
evaluation of a person’s health (University of Iowa Hospitals and Clinics, 2005).
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Likewise, in this study, the degree of satisfaction experienced by participants was
evaluated as high or low based on the variables of adequate income, health, and paying
the mortgage on time as expressed by words used in their interviews. These variables
are similar to those used in other studies on satisfaction, as shown in Table 4.

Table 4
Summary of Studies on Satisfaction

Researcher

Satisfaction with related association or
measures

Atkinson, 2001
Bonke & Browning, 2009
Drentea & Lavakas, 2000
Godwin, 1994
Kim, Sorhaindo, & Garman, 2003
MetLife, 2004
Moore, 2004
O’Neill, Sorhaindo, Xiao,
& Garman, 2005
Parrotta & Johnson, 1998
Sumarwan & Hira, 1993

Satisfaction – current on debt payments
Satisfaction – income
Satisfaction - health
Satisfaction – income
Satisfaction - health
Satisfaction – current on debt payments
Satisfaction – current on debt payments
Satisfaction – health
Satisfaction – income
Satisfaction – income

Note. Summary of studies in which satisfaction was measured or positively associated
with income, health, and being current on debt payments.

Assessment of Perception. Locus of control has been used in a number of
studies, as a measure of perception (Davis & Lea, 1995; Hira & Mugenda, 1999; Perry &
Morris, 2005; Tokunaga, 1993). Locus of control refers to the propensity to see the
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world in a particular way with beliefs about the causes of rewards and punishments
(Perry & Morris, 2005; Rotter, 1966). A locus of control may be internal or external.
Perceived [locus of] control refers to general expectancies about whether
outcomes are controlled by one’s behavior or by external forces, and it is
theorized that an internal locus of control should support self-directed courses of
action, whereas an external locus of control should discourage them. (Rotter,
1990, p. 489)
Since consumers with an external locus of control perceive that events are a result of fate,
luck, or chance, they are less likely to be as goal directed as consumers with an internal
locus of control (Zimmerman, 1995). In his study of locus of control, Rubenstein (1981)
concluded that how people feel about their lives affects how they feel about their money.
A positive relationship between external locus of control and credit card debt was
established by Davis and Lea (1995). Findings from multiple studies indicate that a
person’s perception or locus of control strongly affects their financial behavior (Hira &
Mugenda, 1999; Onkivisit & Shaw, 1987; Perry & Morris, 2005; Prince, 1993). Figure 8
also presents other qualitative studies that have established a relationship between
behavior and locus of control.
In the current study, locus of control was evaluated based on the participant’s
response to the following interview question: “When you think about all the
circumstances that occurred related to your bankruptcy, how much of that would you say
was within your control? If you did have a chance now to start over, what would you
change?” Perception, as measured by locus of control, is a subjective construct and
previous studies have used a single item or question to assess subjective wellness (Baek
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& DeVaney, 2004; Davis & Schumm, 1987; Lawrence, Carter, & Verma, 1987). In
addition to analyzing the response to the interview question just noted, efforts of each
spouse to explore solutions to avoid bankruptcy as well as the steps to select an attorney
and file Ch.13 was also examined. Based on the data, the spouse who exercised more
initiative and took action was identified as having an internal locus of control since those
with an internal locus of control tend to be more action-oriented (Zimmerman, 2000).
The spouse that exhibited more passivity was classified as having an external locus of
control.
This method of analysis is consistent with other qualitative studies that have
examined locus of control, displayed in Figure 8, that identified if locus of control was
external or internal based on responses to interview questions, behavior, and motivation.

Use of Locus of Control in Qualitative Studies

Cioffi, 2002

Findings indicate that long-term attendees of weight loss programs
have an external locus of control because of support from group
members.

Participants exhibited an internal locus of control because they
Reicks, Mills, & Henry, 2004 rely on their sense of self-discipline for weight loss.
Acceptance of personal responsibility with healthcare was
Collins, Bradley,O’Sullivan, consistent with internal locus of control in diabetics. Reliance on
& Perry, 2009
others was associated with external locus of control.
Lack of control and low self-esteem associated with locus of control
Marsden, Karagianni, &
in patients suffering from eating disorders.
Morgan, 2007
External locus of control associated with victim attitude toward
Boo, Loong, & Ng, 2011
illness.
Figure 8

Use of locus of control in qualitative studies
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Assessment of Financial Behavior. The primary financial behavior under
examination for this construct was the act of filing bankruptcy, choice of bankruptcy
chapter, and selection of the attorney. Responses to questions about these actions were
analyzed, using the Flows of Cultural Influence on Consumer Financial Behavior Model,
presented in Figure 9. This model provides an effective way of understanding how
financial behavior, like filing bankruptcy, is shaped by cultural influences in the larger
social and economic environment in which the participants of the study must function.
The financial behavior section of each of the case studies, in Chapters 4, 5, and 6,
includes a modified version of Flows of Cultural Influence on Consumer Financial
Behavior Model in Figure 9, that reflects the specific circumstances of each couple. Parts
of the model that include culture, subculture, and social class will remain the same for
each couple.
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Culture

Subculture

Social Class

Reference
Groups

Organizations

Family

Media

Consumers
Values - Needs - Wants - Shoulds

Consumer Financial Behaviors
Figure 9. Flows of Cultural Influence on Consumer Financial Behavior. From “Valuescentered financial education: Understanding cultural influences on learners’ financial
behaviors” (Vitt, 2009, p. 14).

The case-specific models, Figures 10, 12, and 14, show how the culture of credit,
which was previously discussed in Chapter 2, has become a strong influence on the
behavior of consumers. “The pressure (and permission) to consume – beyond our means
or not – is a significant cultural force” (Vitt, 2009, p. 15). Subcultures refer to members
of groups that might share cultural values but pursue them in different ways (Vitt, 2009).
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According to Vitt (2009), one of the things that can help to explain these differences on a
macro scale is geography. For purposes of this study, the subculture is identified as the
city of Memphis. Memphis has a culture of bankruptcy and a historical context helps
explain it, which was discussed in Chapter 2. Social class is a method of ranking that
involves “money, power, culture, taste, identity, access, and exclusion” (Vitt, 2010, p.
18). In this study, the social class under examination is the Ch. 13 class of bankruptcy
filers. The unique issues, process, and distinctions for this group of filers was discussed
in chapter 2.
The next part of the model in Figure 9 indicates organizations, family, reference
groups, and media can all have an influence on behavior. “Our society is an
organizational society. We are born in organizations, educated in organizations, and
most of us spend much of our lives working for organizations. Most of us will die in an
organization, and when the time comes for burial, the largest organization of all – the
state – must grant official permission” (Etzioni, 1964, p. 1). Family is one of the most
influential agents of financial socialization because “they provide the most intimate of
interactions through which children come to understand the world, think about it, and act
within it” (Vitt, 2010, p. 28). This fact is not lost on the marketing industry, which has
effectively used media as a vehicle to communicate and model our cultural values and
norms (Vitt, 2010).
Finally, according to Vitt (2010), we are all influenced by reference groups,
which is “any group with qualities we use as points of reference in making evaluations or
decisions about how to think or act” (p. 30). The influence of any of these groups, which
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include organization, family, reference groups, and media, will be identified for each of
the couples featured in the case studies in chapters 4, 5, and 6.
The last influence described in the model in Figure 9 are consumers themselves
with their cognitions or reasonings and emotions that guide them through a set of values,
wants, needs and shoulds or obligations (imposed by someone else’s standards) to arrive
at a decision (Vitt, 2009). The decision that consumers reach then forms the basis for
their behavior. In light of the behavior construct in the financial wellness model, the act
of filing Ch. 13 and other related factors represented the primary financial behavior under
investigation in this study.
Assessment of Objective Status. Devaney and Lytton (1995) assert that “the
primary function of ratios is to act as indicators or red flags” (p. 148). These ratios can
empower households by providing them with measures of financial health that can be
monitored over time. From a survey of 281 financial planners and educators, called the
Delphi study, Greninger, Hampton, Kitt, and Achacosos (1996) proposed a financial
well-being profile to address concerns raised in the literature regarding standardization
and consensus of financial ratios. A modified version of this profile is presented in Table
5 and features the ratios selected for the current study.

70

Table 5
Financial Ratios

Area

Ratio

Recommendation

Liquidity

liquid assets

> 250%

monthly expenses
Savings

savings

> 10%

gross income
Housing Expenses

homeowner’s expenses

< 35%

gross income
Insolvency/Credit

nonmortgage debt payments < 15% reasonable
____________

after-tax income

> 20% danger point

total debt payments

< 35% reasonable

after-tax income

> 45% danger point

Note. Financial Ratios, adapted from “Financial Well-Being Profile” (Greninger et al.
1996, p. 68).

The ratios in this table were calculated for each of the couples who participated in the
study. Each case contains a table that summarizes each couple’s ratios, along with the
formulas and recommended ratio values from Table 5.
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The findings that were derived from the analysis of interviews, observations,
surveys, and PACER data were explained and presented in a case study for each couple.
Each case study contains the following:


Detailed assessment of objective status and financial behavior to answer the first
research question: What affects the financial behavior and financial status of
married couples filing bankruptcy?



Detailed assessment of the perceptions and level of financial satisfaction
experienced by the married couples to answer the second research question: What
influences the perceptions and level of financial satisfaction experienced by
married couples who are filing for bankruptcy?



The third research question was: How can the financial wellness conceptual
model be used to provide insight about the financial condition of married couples
filing Ch. 13? It was answered based on the combined assessments of all
constructs of the financial wellness conceptual model to provide a comprehensive
evaluation of each couple’s financial condition. Evaluations included descriptions
of each couple’s unique perceptions, level of satisfaction, objective status, and
behavior that have influenced financial decisions.

Subjectivities
I work for the Extension division of Mississippi State University (MSU). As the
original land-grant university of Mississippi, the extension arm of the institution
represents a joint community education effort between the federal government through
the United States Department of Agriculture (USDA), the state of Mississippi, and the
local governments of each county in the state. I am employed as a full-time Family

72

Resource Management (FRM) Extension Agent. FRM agents are responsible for the
financial education needs of the counties to which they are assigned. In this study, as the
interviewer, I was mindful to ask questions to receive information in an effort to
understand how participants make financial and credit decisions while resisting the urge
to be judgmental and offer unsolicited financial advice. Focus on the research question
was maintained to avoid advancing my own personal agenda to save people from
financial challenges that I have suffered. In my analysis, the participant’s story and
perspective were focal points instead of my own personal beliefs about the participant’s
financial situation. It was important that I captured and understood what participants
believed about their personal finances, needs, and actions. As a researcher, I chose not
exercise the right to influence that belief because of my own experiences.
Chapters 4, 5, and 6 include a summary of the financial wellness profile and
major findings for each couple in the study. Chapter 7 examines the implications of the
research results on financial counseling and planning professionals and policies that
govern the bankruptcy process.
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CHAPTER 4
Luther and Josephine
Findings, for each construct of the financial wellness model, are presented for
Luther and Josephine, along with a detailed description of information from the case
study that was used to support the findings. The case study concludes with a summary of
findings within the financial wellness conceptual model.
Satisfaction
Based on the factors of poor health, decreases in income, and inability to remain
current on financial obligations, the level of satisfaction for Luther and Josephine is low.
Luther. In spite of the fact that his wife, Josephine, manages the finances of the
household, Luther is acutely aware of their financial position.
Yeah. But let me see the, we paying six hundred and something dollars a month
for, no, every two weeks coming out of my check and once we pay them
[bankruptcy court], what's left is about three hundred dollars, we got to buy light
bill and food, and just different things, and necessities. So that's what, about six
hundred dollars a month on different necessities to and from work groceries, pills,
medicines, stuff, you know? So, we can handle that but if things break down,
that's where the problems come in.
The issue of what to do when unexpected expenses arise represents Luther’s
dilemma. Luther’s dilemma concerning what to do when unexpected expenses arise is a
refrain that he repeats in one form or another throughout his interview. His current
mortgage does not include an escrow account that holds a portion of the mortgage
payment for the remittance of property taxes and insurance when those obligations are
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due. As a result, Luther and Josephine have to assume responsibility for direct payment
of insurance and property taxes. Their financial records indicate their mortgage is in
arrears and they owe money to the city and county for taxes on their property. Luther
contends that
We did fall behind [on the mortgage]. And, we were trying to catch up. They said,
well, you bring us twelve hundred dollars that ought to put you where you're
supposed to be. Then after we did that they wanted twelve hundred more, and that
will put you where you're supposed to be. So, you know, we said well we can't
come up with no twelve hundred dollars every time they hollering twelve hundred
dollars.
According to Luther, about three or four years ago, he lost his job and was
unemployed for four months. Then he found another job that eventually laid him off and
he was unemployed for another three months. According to Luther, these periods of
unemployment are the reason behind their first and second bankruptcies. Although he
was able to secure employment in his field at a local hospital, his current job pays less
than his previous positions. This state of underemployment leaves his household in a
vulnerable condition.
Adding to that vulnerability is the status of Luther’s health. He has diabetes and
high blood pressure. Josephine shared that he has also suffered a stroke, which may also
have led to periods of time when he was too ill to work. Luther is very candid about his
health and his career prospects. “So, I’m at the hospital, and that's pretty much easy job.
I drive the bus for them. And, it's pretty much easy so, but if I have to go handle
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packages and load trucks and whatever, it'll probably wear me down pretty fast. I’m
sixty two years old.”
Luther is the household breadwinner and worked as a truck driver for 37 years.
His level of satisfaction is low because of income interruptions, medical illnesses, and
imminent foreclosure on his home. However, in spite of the odds, he faces his uncertain
future with an ambivalent mixture of hope and realism.
Just maybe in five years, we'll get it, thing’s paid for and get everything done the
way we want it done. But, you got to realize that car is three years old. My truck’s
already broke down. I can't get it fixed. So it's two people using the car getting me
to and from work; and then my wife runs errands for her mother and stuff which
is eighty-five years old and you know it's just one of those things. And hopefully,
we'll get past this and life will go on.
Josephine. Josephine is 65 years old and exhibits grace under pressure. Luther is
her second husband and they have been married for 22 years. She is very cordial and has
a calm manner but is reserved so for the most part, she does not share more information
than what is asked. She has to be encouraged to share her story and had to develop
sufficient trust with me that would make her comfortable enough to share more of it.
When I met Josephine, she walked into the room wearing glasses, a knit cap, and
a University of Memphis sweatshirt. The most obvious thing she had on, however, was
the brace on her leg. She had hurt her ankle, which is one in a series of challenges she
has been experiencing with her health. She has had two total knee replacements, which
rendered her disabled. As a result, she could not continue working and receives social
security disability payments.
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Josephine’s income has suffered due to her inability to work, medical bills, and
the cost of medication. Based on her survey, she has used payday loans in the past to
provide the money needed to pay bills until she received her paycheck. A payday loan is
considered to be a predatory loan product because of the triple digit interest rates that are
charged (Center for Responsible Lending, n. d.). In spite of these challenges, she does
not exhibit an attitude of defeat. However, she does seem disappointed. “We are at the
age now where we should have done retired just about right now and it's not getting to
that point.”
It is not getting to that point because they are filing bankruptcy for the third time.
Shocks to their income have been frequent and unrelenting. Both she and her husband,
Luther, have encountered problems with employment and health issues. Medical debts
represent over 20% of the unsecured debts listed in their financial records. The amount
could be much higher because of the high amount of debt they owe to collection
agencies. From my own experience with medical debt, it is not uncommon for medical
facilities to sell debts that are not paid within a certain period of time to collection
agencies.
When asked if they were filing to stop a foreclosure, she responded, “Well, we
hadn't received a foreclosure notice yet. So, but we are filed to keep that from
happening.” It is interesting to note that her husband’s response to this question was the
same, almost verbatim, despite the fact that they were interviewed separately. Based on
her response, it appears they had received a foreclosure notice in the past. When
Josephine was asked if they were current with their mortgage payment, she shared that
“We had been in bankruptcy before. So, this is where we're redoing it because they were
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going to dismiss it.” When a debtor files Ch. 13, a bankruptcy plan is submitted that
indicates the amount of payment that will be sent to the bankruptcy trustee, who then
divides the payment among the consumer’s creditors. Ch. 13 plans are dismissed when
debtors fail to make regular payments. At the point when the plan is dismissed, creditors
are then free to resume collection efforts and any foreclosure proceedings.
Josephine’s level of satisfaction is low because of medical problems, lack of
income, and inability to remain current on debt obligations. She is the money manager in
her household so their financial challenges are a reality that she constantly faces and from
which there seems to be no escape. She and her spouse seem to be trapped within a
vicious cycle of bankruptcy with no end in sight. “It always seemed like we had to go
back and redo it, so no [we didn’t complete the bankruptcy plan]. There I was trying to
work and he was not able to work and then it was just hard. So things just got behind.
And, all that still come from the fact that he was not working, or I was not working. So,
we had to go back and redo this thing again.”
Perception
Based on his ignorance of details in his household finances due to his reliance on
his wife, Luther exhibits an external locus of control. Because Josephine initiates most of
the effort in managing the household finances, maintaining records, and meeting with the
attorney about their bankruptcy, she exhibits an internal locus of control.
Luther. I asked Luther this question: “When you think about all the
circumstances that occurred related to your bankruptcy, how much of that would you say
was within your control? If you did have a chance now to start over, what would you
change?” Luther responded:
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It was in a lot of things outside of my control the medical bills, hospital bills and
stuff like that. And, but some of the things I could have done something about. I
wouldn't refinance. I wouldn't, well, I’ve never really been a big spender on
anything; you know, like cars or what midsized cars? I’ve never had an expensive
car, just midsized. So that’s it pretty much, I’d do pretty much the same thing
except well, pretty much the same thing.
Luther’s dilemma of managing unexpected expenses resulted in a decision to
refinance his mortgage because they were “short of cash.” “Well, when your car go
down on you, it looked like everything started happening one after the other, and you just
look for a way out. So, we said well, we'll refinance and borrow a little extra money. We
can get back on board. But when the house note doubles or is just putting you just that
much further behind. The house note doubled, so you file bankruptcy.” Refinancing
their mortgage resulted in a higher monthly payment. The original mortgage was $345
and it increased to $632. Before the mortgage was refinanced, their original mortgage
included an escrow account so property taxes and insurance were part of the mortgage
payment. With additional obligations for property taxes and insurance, more pressure
was placed on finances that were already stretched thin because of gaps in employment
and health challenges.
Luther appears to exhibit an external locus of control. He will respond to
situations to the best of his ability but he relies heavily upon his wife for the financial
management of the household. Josephine pays the bills, chose the attorney who handled
their bankruptcy, and maintains the financial records. Based on the handwriting, even his
survey appears to have been completed by his wife. When I asked Luther about the year
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when they filed bankruptcy for the first time, the interest rate on the refinanced mortgage,
and how they chose an attorney, “she [my wife] knows” was his response each time.
Luther is aware of the overall status of his finances but does not appear to know details or
specifics about certain events. When I asked Luther if he knew Josephine’s system of
financial management, he responded without hesitation, “No, sure don't. I just…it’s in
the bank. She just do what she do.”
Josephine. Josephine remarked:
I could have helped [or done something about some of the circumstances]. Yeah,
I could have helped. [I would change] the way we spend money. That would be
the first thing I would change. I’m one I always try to help everybody else too.
So, that's one of the things I would kind of be a little bit more lenient with.. none.
Not give them as much or I don't know, I wouldn't; I just really wouldn't spend as
much money as I normally do. And, then not doing a bankruptcy [is something I
would change]. Not at all.
After responding to my questions, Josephine stopped at one point in our
conversation and informed me that she needed to say something to me. We had been
discussing how money was spent in the household because Josephine is the money
manager. With tears in her eyes, Josephine confided,
I’m my husband's second wife, so with me being the second wife and he and I
talking about the first [wife], things that went on when he were working and he
would go to work with one quarter in his pocket, per week. A quarter! And I
always said that, oh I’m about to cry. That I would not allow my husband to go to
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work with a quarter in his pocket. So I always made sure that he had more money
than what he should have had in his pocket, cause I didn't want to be selfish.
Josephine has borne the burden of managing the finances and seems to be
weakening under the weight of it all. She has a generous heart but seems torn between
guilt about how she has used money and compassion for the people she has tried to help,
like her husband. Because Josephine initiates almost every financial undertaking in her
household, she exhibits an internal locus of control. She has performed this role for the
22 years of her current marriage with Luther and had the same responsibility in her first
marriage. The only difference in her role as money manager with her ex-husband was the
fact that she did not work outside the home.
The repeated bankruptcy filings have been a familiar refrain in Josephine’s life
over the last few years. The weariness and despondence in her voice is hard to ignore as
Josephine discusses the periods of unemployment and health problems that keeps leading
her and Luther back down the beaten path of bankruptcy. During our conversation, she
repeats her personal mantra, “we had to go back and redo this thing again” at least three
times. Josephine said she never wanted to file bankruptcy. Yet in the face of formidable
challenges, she has never failed to assume the financial responsibility for her home and to
act in its best interests. When asked about the changes she has made in her spending, she
replies,
We cut back on a little money. I don't shop. Cause when I go to the grocery store
and there are two people in the household I can spend a hundred and fifty to a
hundred and eighty dollars a pay period and it's only two people in the house, so
you know. So, those are the things like that that we were, you know, going back
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on. We were not ones to just up and buy a new car or to do things like that. We
would just keep what we had. We were just trying to make it.
Josephine also mentions that her efforts to help others financially is about to change
“cause I’m going to get stingy.” And with that statement, I hear a sound that dissolves
the despondence I detected in her voice earlier. She begins to laugh.
Financial Behavior
Luther and Josephine’s financial behaviors, like the refinancing of their mortgage,
are consistent with the culture of credit in the U.S. and their Ch. 13 filing class is
consistent with the culture of bankruptcy that exists in Memphis that was discussed in
Chapter 2. As illustrated in Figure 10, this couple’s decision to file, choice of chapter,
and selection of attorney was influenced by Luther’s family history of bankruptcy and
Josephine’s mother’s employer. They filed bankruptcy in a state of shame and
disappointment.
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U.S. Culture of Credit

Memphis’
culture of
Subculture
bankruptcy
Ch. 13 Class of
bankruptcy filers

Family – Josephine’s
mom & Luther’s dad

Consumers’ Cognitions and Emotions –
Luther’s shame & Josephine’s
disappointment
Consumer Financial Behaviors –
The act of filing Ch. 13

Figure 10. Flows of Cultural Influence on Luther and Josephine’s Financial Behaviors.
Modified version of model in Figure 9, customized to reflect specific cultural influences
of participants in the study.

The decision to file bankruptcy. Both Luther and Josephine say they did not
want to file bankruptcy.

Josephine says it took two years from the time they first

considered bankruptcy to the time they actually filed because they wanted to see if their
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efforts to resolve their financial problems would work. Luther explains his feelings about
bankruptcy and his reluctance to share it with anyone. “When you do this file
bankruptcy, it's a shameful thing, I think. And, you know, we never talked to anybody. I
mean, my mother knows, her mother knows, you know, just I don't think my brothers or
sister know. But [it’s] just one of those things. Her [Josephine’s] sister knows.” He
appears to be conflicted as he makes a choice to file bankruptcy, a process that he does
not want to be a part of yet feels he must do. The shame he is feeling as a bankrupt
consumer somehow turns to guilt as he shares that
[You] just know, right from wrong? You just know what you can afford and what
you can't. But like I said if things break down on you you've got to dig or find
another job or something but I’m sixty two years old. How many other jobs going
to hire me? Or how many other jobs I can do I’m able to do is what I’m saying.
Luther’s dilemma of what to do when unexpected expenses arise leads him to
where he does not want to go – bankruptcy. He explains that he did not want to file
bankruptcy because “it never comes out like you want it to so I’ve never wanted to file
bankruptcy. But we did, and if things were looking good, one while, but after things start
breaking down and you just put yourself in a world of trouble.”
Luther and Josephine both have family members who have been in bankruptcy.
Luther has childhood memories of his father filing Ch. 13 repeatedly.
But, I never wanted to do that [file bankruptcy]. My dad used to do it a long time
ago when I was a kid. My dad was a free hearted person. And, if somebody
needed something, he would he would give his last. And, you know, and he'd go
lacking. We’d go lacking. So you know just one of those things and, we saw
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whereas he was talking about them [creditors] garnishing his check and stuff.
And, you know that puzzled me, and I said I ain’t never going to do that but, still I
ended up doing what, [filing] chapter thirteen.
Choice of chapter. In answer to the question why they chose Ch. 13 over Ch. 7,
Josephine quickly answers, “Cause we wanted to pay off our stuff. We wanted to pay off
everything that we owed. We never thought about doing chapter seven. Never. We
should have.” According to Josephine, she talked to the attorney about it but Luther did
not want to do it. Luther admits
“I don't know this time, we probably should have filed chapter seven instead of
thirteen. From what we understand, if you file chapter seven you have to give up
everything. You don't have to give up your house or your car but I don't know. We just
didn't want to go through all that. So we're just going to try chapter thirteen. Whereas, we
can keep the house, car and move on…we don't understand chapter seven, but my dad did
chapter thirteen. And I guess, I guess [Ch. 7’s] that's just something that [Josephine’s] her
folks did that I think I ain’t really sure, but we knew something about chapter thirteen.
Something. Not a whole lot but we knew something about it. I, we just said [to attorney]
we want chapter thirteen.”
Luther selected the option that was familiar and the influence of his family history
was evident. However, his sense of ethics is also evident, based on his desire to pay his
debts, regardless of his ability. At one point in our conversation, he deliberately makes a
distinction about his status as “what you call wage earners. That’s what we are.”
Josephine follows suit in her own interview when she clarifies what chapter she filed by
stating “The wage earner part. Not bankruptcy.”
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Selection of attorney. Josephine has seen commercials about bankruptcy but
shared that “you don't know who to really believe in, and so that's kind of hard for you to
decide when you've heard so many different things.” As a result, she sought assistance
from her mother’s employer. Her mother works as a housekeeper for “a financial
lawyer.” Josephine received the name of her bankruptcy attorney from her mother’s
employer. Josephine’s attorney has represented her and Luther in all three of their
bankruptcy filings. Josephine is pleased with her services and describes her as someone
she trusts.
Objective Status
Luther and Josephine’s financial ratios, presented in Table 6, indicate their
household is financially insolvent due to excessive medical debt, lack of savings, and
reduced income.
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Table 6
Financial Ratios for Luther and Josephine

Ratio

Calculation

Basic Liquidity

liquid assets

Amount

Recommendation (Table 5)

2%

> 250%

0%

> 10%

29%

< 35%

monthly expenses
Savings

savings
gross income

Housing Expenses

homeowner’s expenses
gross income

Debt Service to

nonmortgage debt payments 201%

< 15% reasonable

____________

Income

after-tax income

Debt Payments to

total debt payments

Income

after-tax income

> 20% danger point
73%

< 35% reasonable
> 45% danger point

Note. Financial ratio formulas and results for Luther and Josephine along with
recommended ratio levels.

In his interview, Luther repeatedly emphasized the dilemma he faces when he
encounters unexpected expenses. Based on the data in Table 6, this couple’s basic
liquidity ratio indicates that they have insufficient liquid assets to cover even one or two
months of expenses. This low liquidity ratio in addition to a low savings ratio leaves this
couple’s household vulnerable. As a result, any interruption in income or dramatic
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increases in expenses can cause problems. The large debt or insolvency ratio of 201%
are excessive and far beyond recommended level of 35%. Out of approximately $12,400
of unsecured debt listed in this couple’s PACER file, 22% was medical debt. If the debts
owed to collection agencies were a result of medical expenses, then that figure could be
as high as 68%. Luther and Josephine have an acceptable housing expense ratio,
although it is just under the recommended amount of 30%. However, in light of their
medical expenses, paying a refinanced mortgage that is almost 44% higher than the
original amount and does not include an allocation for property taxes and insurance is
making it hard for them to make their payments on time. Records indicate they are in
arrears on the mortgage as well as property tax obligations to the city as well as the
county.
Summary of Financial Wellness Findings for Luther and Josephine


Based on the factors of poor health, decreases in income, and inability to remain
current on financial obligations, the level of satisfaction for Luther and Josephine
is low.



Based on his ignorance of details in his household finances due to his reliance on
his wife, Luther exhibits an external locus of control. Because Josephine initiates
most of the effort in managing the household finances, maintaining records, and
meeting with the attorney about their bankruptcy, she exhibits an internal locus of
control.



Luther and Josephine’s financial behaviors, like the refinancing of their mortgage,
are consistent with the culture of credit in the U.S. and their Ch. 13 filing class is
consistent with the culture of bankruptcy that exists in Memphis that was
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discussed in Chapter 2. As illustrated in Figure 10, this couple’s decision to file,
choice of chapter, and selection of attorney was influenced by Luther’s family
history of bankruptcy and Josephine’s mother’s employer. They filed bankruptcy
in a state of shame and disappointment.


Luther and Josephine’s financial ratios, presented in Table 6, indicate their
household is financially insolvent due to excessive medical debt, lack of savings,
and reduced income.
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LUTHER

LOW
SATISFACTION

JOSEPHINE

EXTERNAL
LOC

LOW
SATISFACTION

FINANCIAL BEHAVIOR




INTERNAL
LOC

OBJECTIVE STATUS


Ch. 13 filing motivated by desire to save
home;
Influenced by Luther’s family history of
bankruptcy
Bankruptcy considered to be “shameful”



Income affected by Luther’s
underemployment & Josephine’s
unemployment
Excessive medical debt

Figure 11. Financial Wellness Profile for Luther and Josephine. Modified version of
Figure 2, representing a specific financial wellness profile that summarizes the subjective
and objective constructs of the model.

Figure 11 summarizes the financial wellness profile for Luther and Josephine,
based on the findings for their case study. Although she was experiencing low
satisfaction, Josephine’s internal perceived locus of control helped her face and manage
the finances to the best of her ability and when she had exhausted her resources, she was
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courageous in her search for help to seek bankruptcy protection despite her reluctance to
use this option. Luther has low satisfaction and his ignorance of specific details of his
household finances indicates an external perceived locus of control because the burden of
understanding that information in order to take action shifts to his wife, Josephine.
Luther’s upbringing in a household where his father repeatedly filed Ch. 13 greatly
influenced his choice of chapter since he was unwilling to consider chapter 7 because, by
his own admission, he didn’t understand it. The calculation of financial ratios reveals an
insolvent household, burdened with excessive medical debt due to health challenges
experienced by both Luther and Josephine.
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CHAPTER 5
Gary and Linda
Findings, for each construct of the financial wellness model, are presented for
Gary and Linda, along with a detailed description of information from the case study that
was used to support the findings. The case study concludes with a summary of findings
within the financial wellness conceptual model.
Satisfaction
The level of satisfaction is low for Gary and Linda due to numerous health
challenges, decreased household income, and an inability to remain current on financial
obligations.
Gary. Gary has been an auto mechanic for eight years. He has remained
employed during the economic downturn. However, when the automotive industry began
to suffer large financial losses about two years ago, so did Gary’s household income
because as an auto mechanic, he works on commission. “And for about two years, while
everybody else was suffering from the economy, well, it was probably double on my end
because we weren't seeing car sales, people were really holding on to money. So if the
car was broken down, they weren't fixing. If it come in and needed maintenance to keep
it from breaking down, people just weren't spending any money. So I went from,
probably, it cut my yearly income in half.”
The drastic reduction in income was accompanied by an increase in health
insurance premiums that absorbed what little money he was able to earn. At the point in
our conversation when he begins discussing health insurance, Gary’s frustration is
unleashed.
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“I mean you just weren't bringing home, you were barely, I mean then insurance
going up. My health insurance went up from like a hundred and fifty to two hundred
dollars a week. And, you know, here again, we owed two hundred dollar insurance a
week. Which is just Blue Cross Blue Shield. Nothing fancy, you know. Far from dying,
it's just a regular employee you know. So you know, for one full day of work, that's just
paying my health insurance. It's just kind of crazy you're paying, I’m paying more in
health insurance than I’m paying for my mortgage.”
To say that Gary’s level of satisfaction is low is an understatement. His irritation
with the issue of health insurance is so strong that he forgets my original question.
Gary’s income has been the primary stream of income that supports his family and in
light of its reduction, the increased cost of insurance is not helping matters.
What is already a bad situation worsens when Gary’s efforts to obtain a loan
modification from his mortgage lender ends in futility. After several miscommunications
about the mortgage company’s failure to send paperwork or receive documentation from
him, he was finally told that he did not qualify for a modification, based on the mortgage
company’s guidelines. According to Gary, although they paid the mortgage, “We kept it
within a month being late. Well, we would keep it from rolling over to two full months.
Sixty days.”
Linda. Linda, who is the household money manager, confides that the mortgage
had been consistently late for the last two years. She admits that the mortgage company
has granted her and Gary extensions and even removed some late fees but it was just not
enough to help them catch up on the payments. The lender was not open to refinancing
the mortgage because of their credit standing and lack of equity in the property because
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of the number of foreclosures in their neighborhood. To avoid a foreclosure of their own,
they chose to file Ch. 13.
The reduction of income in the household was further exacerbated by Linda’s
absence from her job for several months. Linda chose to take time off to cope with the
loss of her oldest son a little over a year ago. She identifies that time as the point when
the bottom fell out and her level of satisfaction plummeted. That point came when
reduced income, physical and mental health challenges, the death of a child and financial
struggles all combined to make it very difficult for Linda to cope with the pressure
caused by these multiple problems.
According to Linda, their oldest child had been hospitalized at least twice. Linda,
Gary, and their children have a history of physical and mental issues. According to
Linda, “I have epilepsy and all my children. They all have asthma. They all have had the
ear, nose and throat issues their whole life. That kind of goes along with the asthma too.
And, also they all have mental health issues. My husband has high blood pressure, high
cholesterol, and a heart problem. And, with the children having the mental health issues,
already we were already seeing a therapist and a psychiatrist on a monthly basis. And,
then after the passing of my son, went to twice monthly.”
In discussing the problems she has faced during the last couple of years, Linda is
steady as a rock. I find myself appreciating the fact that she would even take time to talk
to me, given all the things she and her family has suffered. The financial problems Linda
has seem to pale in comparison to the health challenges her family faces. Yet, the
medical bills in her financial records bring home the reality of the financial burden that
has to be borne because of the health problems. Linda has been dealing with the issue so
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long that she calmly explains that “our medical bills have always been astronomical.”
From Linda’s perspective, astronomical may be a suitable term in light of the hospital
bills that were left to pay after her son died, his funeral expenses, insurance co-payments,
and expensive medications that must be purchased every month for herself and her whole
family.
Perception
Gary’s efforts to remedy the arrearage on the mortgage and surrender a car to
increase the household income reflects an internal locus of control. Linda’s focus on her
family and dependence on Gary to handle the financial conflicts of the household reflect
an external locus of control.
Gary. I asked Gary, “When you think about all the circumstances that occurred
related to your bankruptcy, how much of that would you say was within your control? If
you did have a chance now to start over, what would you change?” Gary responded,
Probably any excessive spending [is what I would change]. Probably try to watch
the spending pattern more. And definitely pay cash, if you want it, wait till you
get the cash to pay for it.
Gary further explains by saying, “So once you get up to not necessarily having
luxurious things, but the things you'd acquired on credit, and the bills are still coming in
yet the finances [aren’t sufficient]. I mean it was probably for like, I went from say if it
was a comfortable life style to where when the work stopped coming in, you weren't
bringing home any money.” Based on his estimate of a 50% reduction in his income
because he was not earning enough through his commission-based salary, Gary decided
to reverse a previous spending decision. “So, through struggling and getting behind here,
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behind there, deciding ok, we're going to give up the vehicle, and I’ll buy a cash car just
to get back and forth to work with. I thought about getting rid of the car note, or getting
rid of the car to try to keep some positive money in the bank. Then once you do that
we've accomplished nothing because, then I’m getting sued for eight thousand dollars
that we owed on my other car thinking, ok, well if we just give this back, this will get rid
of this payment, and that didn't successfully help anything.”
Gary’s action did not successfully help anything because surrendering the car did
not eliminate the debt on the car. When a car is surrendered or repossessed, the lender
typically sells the vehicle. However, if the lender does not receive enough for the vehicle
to pay for the original car loan, he can sue the original buyer for the difference between
the loan and the proceeds from the sale. His records reflect an outstanding debt to the
automobile lender.
Gary’s active involvement and attempts to improve his family’s finances are a
strong reflection of his internal locus of control. Although he is aggravated by the cost of
health insurance, he works hard to maintain it so his family’s medical needs are met. His
actions are based on his perspective and logic and, although misguided at times, shows
his willingness to make sacrifices to ensure his family’s financial well-being. He is not a
passive bystander. But because some of his actions are not well informed, he is frustrated
and convinced that he is being sued for a balance that he does not owe on his vehicle. He
has also faced legal action from creditors for his family’s medical bills, which he is
convinced is “ninety probably eighty percent of …$30,000 [total debt listed in his
bankruptcy] or whatever it comes out to.”
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Linda. Linda remarked,
I would say, most of it was not in our control. But in the beginning, we probably
could have done things differently because we were used to being able to go out
to eat when we wanted to and being able to take the kids to putt-putt or whatever
when we wanted to. So, when the work wasn't available it was hard to switch
from living a certain way [or lifestyle]…you know, to really just stopping
everything, which is what we should have done in the beginning. But, then I don't
think that in the end it would have made much of a difference.
Linda’s overall conversation reflects a strong focus on her family’s welfare. She
pays the bills of the household and knows the impact of the medical bills on the finances.
Linda makes sure everyone goes to the doctor and takes their medicine. She deals with
the reality of their situation and ensures her household’s mental stability by seeking the
help of a counselor for herself and her children. Even as her household finances were
crumbling, when her oldest son died, she took several months off work to grieve and take
care of her family.
Linda exhibits a strong external locus of control. Although she pays the bills, her
husband brings in the majority of the money and takes responsibility for the household
finances. Most likely, since her focus is family-oriented, she is realistic about her limits
when it comes to acting in situations when there are no easy answers for the multiple
challenges that are affecting her household. Easy answers are not available for her
family’s health problems, mental health issues, and oldest son’s death. Their financial
problems also have no easy answers. At one point as we are conversing, she admits to
reaching a point where she did not open the mail because “I knew if I opened them it
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would be double what it was last month and still not enough money to pay them so they
just started getting stacked up. We only had a few credit cards with small, you know,
balances, but then when you couldn't pay your minimum. Then that goes up so you'd
have a credit card with a three hundred dollar, you know, balance and within months it's
eight hundred, twelve hundred [or more dollars].”
However, despite her acceptance of the events that have occurred, Linda
recognizes that changes have to be made and has reached this conclusion: “What I would
change is and what I'm going to change...I don't think we'll ever get anything on credit.
Yeah. I think if our washing machine breaks, I'll go to my momma's house and wash my
clothes until we can buy a washing machine. I mean, seriously because I don't want to
have anything that I still owe money on except, you know, of course, your house. And,
our car is getting paid off. We will not buy a new car. I mean, it's just not something I
don’t think that I want to take a chance on again … circumstances happening and being
faced with that.”
As she reflected on her circumstances, she began to envision her future as she
continues, “Especially, we're getting older, and we both work so hard right now. I can't
imagine still working the hours we both work throughout the rest of our life and still not,
and end up back in the same spot. We're not going to do that. So, if we don't have the
money to buy it, we don't need it. That's the new policy in our house.”
Financial Behavior
Gary and Linda engaged in financial behavior, such as incurring high levels of
consumer debt, consistent with the culture of credit in the U.S, as depicted in Figure 12.
They sought protection from their creditors by joining the Ch. 13 class of bankruptcy
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filers, which reflects the culture of bankruptcy in Memphis. Their decision to file
bankruptcy, choice of chapter, and selection of attorney was influenced by co-workers.
They filed bankruptcy amid Gary’s frustration and Linda’s acceptance of their financial
situation.

U.S. Culture of Credit

Memphis’
culture of
Subculture
bankruptcy
Ch. 13 Class of
bankruptcy filers

Organizations
(Employers) – Gary &
Linda’s co-workers

Consumers’ Cognitions and Emotions –
Gary’s frustration & Linda’s acceptance

Consumer Financial Behaviors –
The act of filing Ch. 13
Figure 12. Flows of Cultural Influence on Gary and Linda’s Financial Behaviors.
Modified version of model in Figure 9, customized to reflect specific cultural influences
of participants in the study.
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The decision to file bankruptcy. For Gary and Linda, the decision to file
bankruptcy took between eight months and a year. According to Gary, “it was almost a
year later trying to struggle and keep everything above water. So probably a year worth
of thinking and talking and thinking about it.” Linda agrees and added in her interview,
“We talked about it, but we didn't really want to do it. We wanted to try to get, try to get
caught up. Try to get things paid off.” It appears that they considered other alternatives,
like moving, but chose bankruptcy since the cost of rent would not be less expensive than
their mortgage. They also wanted to avoid the stress of a transition on their family.
Linda shares that “we're facing losing our house and you know, it's like you can't even
find an apartment for what your mortgage is so, it's just and the kids leaving their
schools, it's everything and so we decided it was time [to file bankruptcy].”
Gary says he did not really talk to anyone about the fact that he was thinking
about bankruptcy but he “talked to a couple of people who had done it and asked just
what the pros and cons were to it. And basically just got their opinion of is [whether] it’s
better, or you know, should I just keep trying to you know, hammer away at this rock that
ain't getting no smaller.” Although he did not base his decision on their feedback, he
admits that “I think it [filing bankruptcy] was ultimately going to happen but it [feedback
from friends] definitely made the point of making a phone call quicker.”
Linda describes what she expects bankruptcy to accomplish for her family,
“Starting over again and knowing that from week to week that I’ll have enough extra

money to buy groceries to feed my kids, and when they have, you know, dances at school
that I’ll have even just that eight dollars to let them go to school, or fieldtrips, or lunch
money for them, anything.”
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Choice of chapter. Gary and Linda have filed bankruptcy before. Gary explains
that the circumstances surrounding their previous filing were very different than their
current situation. “We filed about eight years ago and did a full out bankruptcy [Ch. 7].
And the reason for that is because at that time we were just unmanageable. We just went
out and dug ourselves in too deep. And, just couldn't get back. Just couldn't get out of it.
We had car notes, we had credit cards. Outrageously, you know, out to the max limits and
what not. And it was a total different scenario than what [we’re] filing [for] now. We
learned our lesson then, and we didn't go out and put a lot of stuff on credit that we
couldn't afford.” According to Linda, “it was again one of those things we hated to even
go through.”
It appears that Gary and Linda’s attorney made a determination about their current
ability to qualify for Ch. 7. Gary was told he “made too much money” and Linda also
indicated that their income was a factor. As discussed in Chapter 2, before 2005, a
consumer could freely choose to file under Ch. 7 or 13, which is the reason this couple
was able to file Ch. 7 during their first bankruptcy.
Selection of attorney. Although Gary and Linda had a previous bankruptcy
filing, they each got a referral for an attorney from coworkers. Gary seems to find it
ironic that each of their coworkers used the same attorney, given their distinct work
environments. “I’m in the automotive industry. She's in veterinarian pet health so it's you
know, it was kind of wild that on both ends, we got the same name.” Linda was inclined
to use this attorney based on the experiences of their coworkers. In addition, the location
of the attorney’s office was close to her job, which enabled her to take minimum time off
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from work. Gary describes his experience with the attorney as super and Linda was very
satisfied.
Objective Status
The ratios for Gary and Linda, shown in Table 7, reflect an insolvent household,
characterized by high levels of consumer debt, medical debt, and lack of savings.
Table 7
Financial Ratios for Gary and Linda

Ratio

Calculation

Basic Liquidity

liquid assets

Amount

Recommendation (Table 5)

4%

> 250%

0%

> 10%

23%

< 35%

monthly expenses
Savings

savings
gross income

Housing Expenses

homeowner’s expenses
gross income

Debt Service to

nonmortgage debt payments 224%

< 15% reasonable

____________

Income

after-tax income

Debt Payments to

total debt payments

Income

after-tax income

> 20% danger point
63%

< 35% reasonable
> 45% danger point

Note. Financial ratio formulas and results for Gary and Linda along with recommended
ratio levels.
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Gary and Linda have an acceptable housing expense ratio, despite their inability
to remain current on their mortgage. Although Linda mentioned that their mortgage
interest rate was around 9%, the mortgage had not been refinanced. Linda revealed that
they had always been able to catch up on the payments until their oldest child died and
she stopped working for a few months, which had a negative effect on the household
income.
Both Gary and Linda mentioned that they would like to change their spending
pattern and not use credit so frequently. Credit card and installment loan accounts
represent 43% or the majority of their unsecured debt. The debt burden is causing their
debt ratios to be well beyond the danger point, based on the amount of their income.
Gary believes most of the debt listed in his bankruptcy files is related to medical
bills but medical expenses only account for 30% of his unsecured debt of $31,200. The
amount is potentially as high as 39% if one of his collection accounts is related to a
medical debt. Gary’s perception of his family’s medical debt is most likely affected by
the amount he pays for insurance premiums and medications, expenses that would not be
reflected in the listing of debts that are included in his bankruptcy records. Gary’s health
insurance burden is significant. He pays $965 a month for health insurance, which is
16% of his gross pay, and only about $100 less than the mortgage payment, according to
his records.
Summary of Financial Wellness Findings for Gary and Linda


The level of satisfaction is low for Gary and Linda due to numerous health
challenges, decreased household income, and an inability to remain current on
financial obligations.
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Gary’s efforts to remedy the arrearage on the mortgage and surrender a car to
increase the household income reflect an internal locus of control. Linda’s focus
on her family and dependence on Gary to handle the financial conflicts of the
household reflect an external locus of control.



Gary and Linda engaged in financial behavior, such as incurring high levels of
consumer debt, that is consistent with the culture of credit in the U.S, as depicted
in Figure 14. They sought protection from their creditors by joining the Ch. 13
class of bankruptcy filers, which reflects the culture of bankruptcy in Memphis.
Their decisions to file bankruptcy, choice of chapter, and selection of attorney
were influenced by co-workers. They filed bankruptcy amid Gary’s frustration
and Linda’s acceptance of their financial situation.



The ratios for Gary and Linda, shown in Table 7, reflect an insolvent household,
characterized by high levels of consumer debt, medical debt, and lack of savings.
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GARY

LOW
SATISFACTION

LINDA

INTERNAL
LOC

LOW
SATISFACTION

OBJECTIVE STATUS

FINANCIAL BEHAVIOR




EXTERNAL
LOC

 Periods of reduced income for Gary
 Lost income for Linda after child’s death
 Large amounts of medical debt and
consumer credit

Ch. 13 driven by desire to save home
Influenced by advice from co-workers
Need to start over - “hammering at a rock
that’s not getting smaller”

Figure 13. Financial Wellness Profile for Gary and Linda. Modified version of Figure 2,
representing a specific financial wellness profile that summarizes the subjective and
objective constructs of the model.

Figure 13 summarizes the financial wellness profile for Gary and Linda, based on
the findings for their case study. Despite the low satisfaction he experienced when his
commission earnings decreased, Gary’s internal perceived locus of control prompted him
to seek a loan modification through his mortgage lender and return a car he could no
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longer afford, thinking the action would eliminate the payment and put some “positive
money” in his household. Linda’s primary focus on her family and periods where she did
not open the mail reflects an external perceived locus of control in a period of low
satisfaction due to her son’s death and her family’s many health challenges. Both Gary
and Linda sought advice about bankruptcy and a referral for an attorney from co-workers
and their feedback yielded the name of the same attorney. The calculation of financial
ratios reveals an insolvent household, burdened with medical debt as well as consumer
credit cards and loans.
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CHAPTER 6
Phillip and Laura
Findings, for each construct of the financial wellness model, are presented for
Phillip and Laura, along with a detailed description of information from the case study
that was used to support the findings. The case study concludes with a summary of
findings within the financial wellness conceptual model.
Satisfaction
Phillip and Laura’s level of satisfaction is low because of reduced income due to
extended periods of unemployment and underemployment as well as an inability to
remain current on household debt payments.
Phillip. Phillip is a CPA and has worked in high levels of management for
several companies. He remembers with accuracy the point at which his household began
to financially crumble. Phillip worked as a consultant and obtained projects on his own
or through consulting firms. He describes how he was able to obtain projects in an
interesting way. “It's one of those things where the job and the company and the money
and the right person all have to meet at the same place. Sort of like a lightning strike.
And, so I worked for several different consulting firms. It's just whoever had a project at
the time.”
He was working on a project in February 2009 and six weeks before it ended, he
began his search for a new project and discovered that he “was right into the teeth of the
worst part of this economic downturn. Either I was working through a firm, trying to find
one [consulting project] on my own, started sending out resumes for permanent jobs.
There's literally nothing. I was either too experienced, which I think probably means too
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expensive or any number of reasons but companies just weren't doing the kinds of
projects they would normally be doing that time of year. So the longer it went the harder
it seemed to be to get responses, interviews, anything.”
To make matters worse, they encountered this economic period with low savings.
Phillip used the majority of the money they had saved to pay down unsecured debt and
pay his son’s tuition at an expensive private college so he could finish his education. His
son majored in German and graduated in 2009. He is now experiencing his own
challenges with employment but eventually landed a job in a food plant, working 30
hours a week. Low savings and an extended period of unemployment led to Phillip’s low
level of satisfaction as he grappled with the reality of his situation.
I mean, the frustration of not being able to find work. I kept thinking I have thirty
years’ experience. I've been at fairly high levels of management at different
companies, and I couldn't get the positions that I was probably best qualified for.
And the positions that I applied for they would just look at it and say you're far
too experienced, when the economy turns around you'll just leave so it was nearly
impossible. Well, it was impossible. I mean, I spent most days scouring the job
boards, making phone calls, sending resumes. Everything that you would
normally do and just think that one day you'll trip across the right thing. So,
anyway. Didn't happen.
Phillip endured 14 months before finally securing another consulting project in
April 2010 that led to a job offer in October. He is disappointed that the pay is not as
high as he would like but calls it “a positive with potential” and does appreciate the fact
that he can put his son on his insurance plan. When Phillip landed a full-time job, he

108

requested a loan modification for the second time. The response to his first request was
“no” because he was working a short-term consulting project. After he secured full-time
employment, he put in another request and received his answer in the mail the Monday
after Christmas. It was a foreclosure notice.
Phillip describes it as a slap in the face. The pain would only intensify when he
discovered his home on a website advertising foreclosed homes. When I asked about his
reaction, he responded with tears in his eyes, “Oh, [I felt] nausea. Cried a few minutes, I
mean, just like, this can’t be happening. I mean, honestly? Pure denial. This can’t be
happening. But, that was the reality for me to see that. You know, see that picture [of my
house on that website].” I told Phillip to feel free to release the tears but he told me he
had already unloaded over the course of the last three or four weeks.
Laura. During her interview, Laura accepted the Kleenex I offered and released
the tears that had been building up as she lamented her unemployed status over the last 18
months. Laura holds a Ph.D. and worked as a teacher for a public high school in
Memphis. Her contract for the 2009-2010 school year was not renewed and she has not
held a full-time job since. She has been unsuccessful in finding another full-time position
in her field. She seems discouraged as she shares, “You don't know how many rejection
notices I've had.” Laura’s level of satisfaction is low because she’s disappointed. She
even expresses that she had been looking for work in her field but would probably work
in the retail industry now, if possible.
Laura and her husband take turns managing the household finances. She
expressed that she believes that Phillip manages the money better than she does. He is in
charge of it now but when she was handling it, she had the mortgage refinanced from 30
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years to 15 years, in an effort to pay the balance early. However, cutting the term of the
loan greatly increased the payment. In addition, at one point, Phillip and Laura also got a
home equity loan at an extremely good interest rate. But the impact of the periods of
unemployment made it difficult to make the payments. The problem was aggravated by
the fact that Phillip and Laura were both unemployed at the same time for a period of 11
months. Laura believed their situation was improving because her husband had obtained
a job. The arrival of the foreclosure notice was a bitter pill for her to swallow.
Perception
Phillip’s determination to maintain the family home through his repeated efforts
to modify the mortgage loan, earn income, and file bankruptcy reflects an internal locus
of control. Laura’s willingness to surrender the family home and her belief that she may
never obtain paid work in her profession indicates an external locus of control.
Phillip. I asked Phillip, When you think about all the circumstances that occurred
related to your bankruptcy, how much of that would you say was within your control? If
you did have a chance now to start over, what would you change? Phillip responded,
We could have done [something more about our situation]. I mean, we've done a
good bit of soul searching over the last month. I mean, and it is easy to cherry
pick a few things along the way. There's no doubt about it. Had I been able to
continue to work, it'd have never, I mean, it wouldn't have been a problem. I mean
two years ago about right now we were like I said, we were making two car
payments, a mortgage payment, and the student loan payments were interest only
cause Johnny was still in school, and that was pretty much that was our
responsibility. Everything else was just, you know. We were probably within five,
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within three to five thousand of paying off everything that we owed. So, we were
about ready to start doing all the things that you want to do. Just didn't get there.
Phillip is still working hard to get to financial stability, two years after he failed to
secure sufficient consulting work to meet his financial needs. Phillip exhibits an internal
locus of control because his efforts to save his family’s sinking financial ship were
extensive. In an effort to meet the mortgage, retirement accounts were exhausted. He
used what was left of the savings to pay for his son’s education. Phillip borrowed money
from a family member, who placed a third mortgage on the house to secure the loan.
Even his efforts to take advantage of federal foreclosure prevention programs and
negotiate a loan modification through his lender were in vain. “We did everything
humanly possible. I didn’t want to fail at this. [We] dug in to try to hang on and buy
time.”
But time was not on Phillip’s side. There was a glimmer of hope when he
obtained his current job. “We thought we were going to make it. When I got the job, I
thought we were going to make it through.” When his mortgage company pursued
foreclosure, Phillip had to face the possibility of filing for bankruptcy, despite his strong
desire not to do it and all of his efforts to avoid it. “We never expected to be here. Never
wanted to be here but...it's available and it's what we had to do.”
Phillip’s outlook is bittersweet. He is grateful to have a job but is earning less
than he expects based on his education and level of experience. However, he is willing to
accept responsibility for his family’s finances as he considers the things he would have
changed, like pursuing a full-time position earlier in his career.

111

Boy, I've been on that [issue of what I would have changed] about every waking
minute in the last month. But, to look back and think of, you know, you have a
different perspective at fifty-four than you do at forty-nine. At forty-nine you
think your career is on an arc, and at this point you just think ok, let's get the [fulltime] job and hang on and see what happens. But it's easy to look back and say
that…you try to get the job and move on. Yeah, should we have not bought the
time share? Just before things got bad, yeah. That's the only big one [or decision
I’d change]. And, I had interviewed and had people at the company tell me that I
was in, and so, we took the plunge, and then I didn't get the job. I know I should
have waited [to buy the timeshare]...that wasn't a huge thing [or issue, given the
circumstances]…but, yeah, there's a few [things I would have changed]. And, I
don't know. I'm sure we'll take a different look at things going forward.
Laura. Laura remarked, “[The situation was] Totally [out of our control]. Yes.
Totally out of our control and, in fact, when the market really tanked in oh eight, we
thought that because of the work that my husband does that it was going to be a boom for
us. We thought that since he's a consultant that companies would be hiring consultants as
they were laying more and more people off, but they weren’t even hiring consultants. I
mean, so, we were really in the vortex of, you know, the storm of, you know, the great
recession, you know?”
Storms blow out of control and often, there is no way to predict when they will
form or dissipate. Although her husband is working now, Laura is still trying to survive
her personal storm of being unable to land a job for 18 months and counting. “I feel like
I'm going to be one of those older Americans who will never see work in my field again.
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I mean at least paid work. Maybe. I don't know. I mean I'm sort of…I have no idea.”
Due to her perspective and unmet expectations, she exhibits an external locus of control.
She seems to adopt the posture of a victim. Even in her description of efforts to use
federal foreclosure prevention programs, she calls her and Phillip, “one of the casualties
of that program that seems to have failed.” She even adopts the terminology used in the
news as she talks about the “The Great Recession” and being “right-sized” out of her
position.
She shared that “This is not pleasant. We thought we were clear. We thought we
had gotten over the worst of the worst. And, that we were going to be ok.” Laura
explains her frustration and angst over receiving the foreclosure notice, “Quite honestly, I
was willing to just turn the keys [to the house] back in. That would have been my
decision. Just dump it.” After discussing it with Phillip, Laura felt that “clearer heads”
prevailed.
When asked what she would change, Laura says sadly, “I think I might have gone
to work as a greeter for Wal-Mart, if they would have had me. But I’ve been trying to
keep my professional work together and applying for [jobs that require] degrees within
my field or, something that's loosely related. But, I think if I had it to do over again, yeah
[that’s what I would have done].
Financial Behavior
The financial behavior for Phillip and Laura is summarized in Figure 14. Phillip
and Laura’s mortgage refinancing and home equity loan are consistent with the culture of
credit in the U.S. They chose to join the class of Ch. 13 filers, which is consistent with
the culture of bankruptcy that exists in Memphis. Their decision to file bankruptcy,
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choice of chapter, and choice of attorney was influenced by Laura’s cousin and a family
friend. The bankruptcy filing was fueled by Phillip’s determination and in spite of
Laura’s discouraged state of mind.

U.S. Culture of Credit

Memphis
culture of
Subculture
bankruptcy
Ch. 13 Class of
bankruptcy filers

Family – Laura’s
cousin

Reference Group–
family friend

Consumers’ Cognitions and Emotions –
Phillip’s determination & Laura’s
discouragement

Consumer Financial Behaviors –
The act of filing Ch. 13
Figure 14. Flows of Cultural Influence on Phillip and Laura’s Financial Behaviors,
modified version of model in Figure 9, customized to reflect specific cultural influences
of participants in the study.
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The decision to file bankruptcy. When the foreclosure notice arrived the first
business day after Christmas, it indicated an auction sale date of January 7. Phillip and
Laura had about four days to act to stop the foreclosure. Laura had indicated her
willingness to give up the house and Phillip shared that “we’re not married to the house.
There’s two of us, and the house is too big. So we really were in the mode of trying to
find our way out. When I finished that last project before the period of unemployment,
we were seriously considering either moving downtown or to a small apartment or
moving even back to Arkansas. So, we had this momentum toward leaving the house, and
then when we both lost our jobs, we really didn't have the income base to get something
else.”
Two primary issues were at the heart of their decision to stop the foreclosure.
When they received the foreclosure notice, their son, Johnny, was home visiting during
the holidays. Phillip did not want their son to know about the foreclosure and refuses to
tell him about their bankruptcy filing. “He is a little sensitive to financial issues right
now. He’s afraid he’s overextended us for his college education. So I don’t want him
dealing with…I don’t even want him to have the thought that this plays into the picture. It
does some, but it’s not, I mean. The job loss situation is clearly, is the sole root cause as I
see it.”
After a Google search and seeing his home listed as a foreclosure sale online,
Phillip was in disbelief about what was happening. “That’s a reality check, when you see
your house sitting there. And, of course, our son was still there. He was going to be there
for like four more days…I had all these visions of furniture on the curb, you know? All
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these horrible things that doesn’t happen so quickly. But, still [what] if somebody comes
by and puts a for sale sign in front of our house, and our son is still here?”
The second issue was the loan Phillip owed to Laura’s cousin that was secured by
a third mortgage on the house. In a previous conversation, Laura’s cousin, who is an
attorney, advised him to consider bankruptcy. Phillip expressed his opinion that his
advice was motivated in part by his own financial interest in their property. “I feel
confident that it [the advice] was at least half legitimate legal advice.” However, despite
his doubts about the cousin’s advice, he admits that “it gave us some confirmation that
maybe we had taken the right approach.”
Laura mentioned that, in the upper middle class family in which she was raised,
“money was not something that could be discussed in our household.” When I asked if
her cousin had expressed any particular opinion about their bankruptcy filing, she said he
had not. It did not appear that he discussed the issue with her as he had with her husband.
Neither Phillip nor Laura had ever been faced with bankruptcy before. Although
they had done their best to avoid filing bankruptcy, after receiving the foreclosure notice,
Phillip says that attorneys advised them,
If you want to keep your house, this is the only way you're going to keep it.
Yeah, this is my ultimate fallback in the ditch position, I mean, that’s the way I
wanted it, and I didn’t want to consider it [bankruptcy] any other way. But
serious consideration [of bankruptcy]? Never until the day we opened the [notice
of foreclosure] letter, and when we saw the picture of our house on
foreclosedhomes.com, the same day we opened the letter.

116

Laura expects the bankruptcy to “give us breathing room to sell the house.”
Phillip also needs to “just a chance to take a breath. My overall feeling about it is we
have ultimate responsibility. There is no question of that, but our first mortgage lender
forced it [bankruptcy] to happen when they had alternatives.”
Choice of chapter. In addition to consulting with an attorney, Phillip and Laura
had done research online and concluded that Ch. 13 was the option they needed to buy
time until Laura found a job and they were able to sell the house. Laura indicated that
filing Ch. 7 was never a consideration. Phillip reasoned that “my understanding of
[Chapter] seven is it's pretty much, you could lose family, you know, heirlooms. Seven
was just sort of a liquidation of everything. And, we just need some room to get some
things in order and you know, get a little caught up...Laura gets a job, and then we'll
move out of this property, and then we'll be on our way. It [Ch. 13] is the option that's
available that makes it work.”
Selection of attorney. Upon receiving the foreclosure notice, Laura called a
friend of hers who is an attorney and received a referral for a bankruptcy lawyer. That
lawyer was on vacation and they were given referrals for two other attorneys. One of the
attorneys advertised heavily on television and as a result, Phillip selected the second
attorney who was recommended. Phillip did not personally meet the attorney until
shortly before our interview. He rates the service he has received as a B minus because
he had some questions to ask he felt was important but received no direct communication
from the attorney. Phillip feels that “As somebody who's held out a shingle before I'd, I
would expect that, I hope he gave better service”.
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In spite of the less than ideal service from his attorney, Phillip believes the
decision to file bankruptcy “is our best option all things considered, and sometimes you
just have to move on, and that's one of the things that our attorney did say. You know, let
me take this pressure off of you and get on with your life .and that's what we're going to
do.” By filing Ch. 13, his determination to maintain his home for the sake of his family
is depicted as part of the emotions he’s experiencing in this difficult situation, as reflected
in Figure 14.
Objective Status
The ratios for Phillip and Laura, summarized in Table 8, reflect an insolvent
household characterized by excessive housing debt due to a refinanced mortgage, home
equity loan, and a third mortgage in addition to low savings and reduced income because
of Phillip’s underemployment.
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Table 8
Financial Ratios for Phillip and Laura

Ratio

Calculation

Basic Liquidity

liquid assets

Amount

Recommendation (Table 5)

18%

> 250%

0%

> 10%

52%

< 35%

monthly expenses
Savings

savings
gross income

Housing Expenses

homeowner’s expenses
gross income

Debt Service to

nonmortgage debt payments 472%

< 15% reasonable

____________

Income

after-tax income

Debt Payments to

total debt payments

Income

after-tax income

> 20% danger point
155%

< 35% reasonable
> 45% danger point

Note. Financial ratio formulas and results for Phillip and Laura along with recommended
ratio levels.

Phillip and Laura’s housing expenses ratio, as shown in Table 8, is almost double
the recommended 30% because of three mortgages. The housing debts are also primarily
responsible for a debt service ratio that surpasses 400%, which is excessively greater than
the danger point of 45%. Increased payments as a result of the refinanced mortgage and
the additional payment from the second mortgage are having a significant effect on the
amount of income that has to support the burden of housing. A third mortgage was
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acquired to secure a loan from Laura’s cousin. Together, all three mortgages are
responsible for total monthly payments of $3,183.
The original mortgage was refinanced to shorten the repayment period. A second
mortgage was the result of a home equity loan, which, according to Phillip, had a great
interest rate and was the least of their troubles. Both of these actions are in line with
conventional wisdom of paying the mortgage off quicker and taking advantage of low
interest rates. However, even with Phillip’s perspective that the second mortgage was not
part of the problem, the elimination of that mortgage payment would lead to an
improvement in their housing ratio from 52% to 42%.
Fifty-six percent of this couple’s unsecured debt of $78,000 is student loans.
Most likely, the loans were for their son, Johnny. Phillip acknowledged that they
assumed the loans for their son’s benefit. Twelve credit accounts and installment loans
are responsible for 43% or the remainder of the unsecured debt total. Although these
debts were manageable at one time, in light of Phillip’s reduced income and Laura’s
continuing unemployment, the debt has now become a burden for this couple.
Summary of Financial Wellness Findings for Phillip and Laura


Phillip and Laura’s level of satisfaction is low because of reduced income due to
extended periods of unemployment and underemployment as well as an inability
to remain current on household debt payments.



Phillip’s determination to maintain the family home through his repeated efforts
to modify the mortgage loan, earn income, and file bankruptcy reflects an internal
locus of control. Laura’s willingness to surrender the family home and her belief
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that she may never obtain paid work in her profession indicates an external locus
of control.


The financial behavior for Phillip and Laura is summarized in Figure 15. Phillip
and Laura’s mortgage refinancing and home equity loan are consistent with the
culture of credit in the U.S. They chose to join the class of Ch. 13 filers, which is
consistent with the culture of bankruptcy that exists in Memphis. Their decision
to file bankruptcy, choice of chapter, and choice of attorney was influenced by
Laura’s cousin and a family friend. The bankruptcy filing was fueled by Phillip’s
determination and in spite of Laura’s discouraged state of mind.



The ratios for Phillip and Laura, summarized in Table 8, reflect an insolvent
household characterized by excessive housing debt due to a refinanced mortgage,
home equity loan, and a third mortgage in addition to low savings and reduced
income because of Phillip’s underemployment.
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PHILLIP

LOW
SATISFACTION

LAURA

INTERNAL
LOC

LOW
SATISFACTION

OBJECTIVE STATUS

FINANCIAL BEHAVIOR




EXTERNAL
LOC






Ch. 13 driven by desire to save home
Influenced by Laura’s cousin
Bankruptcy was “last ditch” effort

Phillip’s underemployment
Laura’s continuing unemployment
Excessive housing debt
Student loan debt

Figure 15. Financial Wellness Profile for Phillip and Laura. Modified version of Figure
2, representing a specific financial wellness profile that summarizes the subjective and
objective constructs of the model.

Figure 15 summarizes the financial wellness profile for Phillip and Laura, based
on the findings for their case study. Phillip’s low satisfaction did not deter his internal
perceived locus of control, which motivated him to explore every option he could from
loan modification negotiations to obtaining assistance from family in an effort to avoid
bankruptcy. Laura’s low satisfaction, in light of her continuing state of unemployment, is
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influencing an external perceived locus of control, reflected in her willingness to give up
her home and her doubts that she will ever be employed again. Phillip and Laura
received advice from family and attorneys, who indicated that bankruptcy was the
required action in order to save their home from foreclosure. The calculation of financial
ratios reveals an insolvent household, burdened with excessive housing debt, student
loans for their son, and insufficient income to meet current obligations.
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Chapter 7
Conclusion
Research Purpose and Questions
The use of cases to investigate the financial condition of three unique households
has served to fulfill the research purpose of this study. The purpose of this research was
to examine the factors that have affected the financial health of married bankruptcy filers
in Memphis, Tennessee. Consequently, based on the results of the case studies, the
research questions can be answered.
What affects the financial behavior and financial status of married couples
filing bankruptcy? The financial behavior of the study’s couples, reflected in their
decision to file Ch. 13 bankruptcy and their choice of an attorney, was affected by their
personal emotions and cognitions as well as the culture of credit in the United States, the
culture of bankruptcy in Memphis, legal requirements for Ch. 13 filers, and the influence
of family and co-workers. The influences on the couples’ financial behavior are
presented in Figures 10, 12, and 14. The status is a numerical reflection of the results of
financial behavior and reveals that the married couples in the current study have
insufficient income due to periods of unemployment and under employment and excess
debt due to the burden of housing expenses, medical bills, and consumer credit and loan
accounts.
Luther and Josephine are operating on one income and their refinanced mortgage
led to a higher monthly payment that does not include an allocation for the payment of
city and county property taxes. In addition, they both have health challenges, described
in the case study, that contributes to their medical debt as well as medications that must
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be purchased. Gary and Linda are still recovering from reduced income due to Gary’s
commissioned-based job and Linda’s leave from work after their oldest child’s death.
Gary, Linda, and their two children each have health conditions that require medication.
Phillip and Laura have three mortgages, their son’s student loan debt, consumer credit
cards, and loans.
What influences the perceptions and level of financial satisfaction
experienced by married couples who are filing for bankruptcy? The perceptions of
individuals who are married and filing bankruptcy is described as locus of control and it
is influenced by an internal motivation to use available opportunities to improve the
financial status and avoid bankruptcy or driven by a sense of helplessness due to external
situations beyond the control of the consumer. The actions of Josephine, Gary, and
Phillip all indicated an internal locus of control because of their efforts to obtain loan
modifications through their mortgage companies, make decisions like refinancing the
mortgage to obtain cash or surrendering a vehicle to improve household finances, and
seek help and advice in choosing an attorney to file bankruptcy. Luther, Linda, and
Laura exhibited an external locus of control due to a focus on the family, dependence on
the spouse who was the money manager, or dependence on the spouse who was the
money maker.
The financial satisfaction of married couples in bankruptcy is influenced by the
level of income, physical well-being, and ability to remain current on financial
obligations. Each of the participants of the study experienced unemployment, rendering
them unable to make timely payments on household debts and expenses. With the
exception of Phillip and Laura, the remaining couples had health challenges, resulting in
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medical obligations that were reflected in their bankruptcy records. As a result,
satisfaction for all participants was low.
How can the financial wellness conceptual model be used to provide insight
about the financial condition of married couples filing Ch. 13? The model can be
used to determine a couple’s financial status as well as illustrate how factors such as
satisfaction and perception influence the behavior of couples and result in financially
insolvent households. When examining the financial wellness profile for each couple in
Figures 11, 13, and 15, a complete picture of the subjective as well as objective
assessments are presented. The objective status of each couple indicates the household is
financially insolvent. However, it is the nature of the debt in their bankruptcy records as
well as the other constructs that provide information about the factors that are
contributing to the insolvency status of the household. In the hands of a trained
professional, like a financial counselor, solutions can be developed that address the
specific issues that affect household finances.
The findings of this study were derived using multiple data sources as well as
objective and subjective perspectives that can be used to provide advice that addresses
the financial and nonfinancial needs of consumers. If you are only examining objective
data like financial records, it is easy to conclude that a person has incurred too much debt.
However, upon interviewing a consumer, a counselor can determine the purpose of the
debt and develop alternative solutions. Likewise, subjective information alone is
insufficient without a way to verify financial outcomes as a result of behavior. As a
result, both objective and subjective information are needed to understand the financial
status of a household.
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Objective data like ratios can be used to educate consumers about the financial
status of their households. Understanding the specific motivations behind financial
behavior can assist a counselor in educating a consumer about solutions that work and
challenge beliefs as it relates to financial management. Gary believed that surrendering
his car would prevent repossession and absolve him of the payment on the debt for the
car. He believed that he took positive action but it was misdirected and as a result, his
action made his financial situation worse because he was sued for the balance owed.
Some effective financial counseling using this comprehensive model could have helped
avert this unfortunate consequence.
Luther also appears to be engaged in self-defeating financial behavior. He has
filed Ch. 13 bankruptcy multiple times. In light of his limited income and mounting
medical expenses, he may be a good candidate for Ch. 7 bankruptcy. However, Luther
appears to be torn between his desire to pay his debt and his lack of understanding of
other alternatives like Ch. 7. His decisions are being influenced by his family’s history of
bankruptcy and the culture of the Ch. 13 bankruptcy process. To be understood properly,
financial behavior has to be viewed within the context of the culture that is influencing it.
“Cultural influences come from teachers…our family and peer groups when we are very
young. To ignore those pervasive influences on the decision making character of the
American consumer is to fail to make any appreciable, long-lasting difference in
behavior” (Vitt, 2009, p. 10).
Information about perceived locus of control can help a counselor address the
husband and wife together to help them make collective decisions that benefit the
household. In cases, where both spouses are unable to attend, information about
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perceived locus of control can help a counselor identify the spouse who is more likely to
take action and take steps to ensure they attend the session or information is sent to them
that emphasize the important points that were discussed with the other spouse.
Understanding of factors affecting satisfaction can help counselors address those
issues through referrals to other sources, if necessary. For example, Josephine and Luther
have extensive health problems that are draining their financial resources. A referral to
the Church Health Center in Memphis, a nonprofit organization that operates a low-cost
fitness facility and clinic, can possibly help them defray some of their medical expenses.
Laura has endured almost two years of joblessness. Perhaps she would benefit from a
free consultation with a professional career counselor at one of the state operated career
centers throughout Tennessee.
Significance of the Study
As it relates to the topic of financial insolvency, Lown (2008) contends that there
is a need for studies that examine the pathways that lead to bankruptcy. This research
fulfills that need with case studies that include financial ratio analysis, which can be used
to identify financial insolvency, as well as an examination of the behavior and decisionmaking practices of bankruptcy filers. In addition, financial wellness conceptual models
have not been previously applied to bankruptcy filers.
Three national research priorities for family economics research were developed
during the 2005, 2006, and 2007 annual meetings of the Family Economics Research
Coordinating Committee (Lawrence, Lyons, & Gorham, 2008). Those priorities were
planning for a secure financial future, household food security and health, and loss in
times of disaster. Assessing financial wellness is an important goal to achieve in order to
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have a secure financial future. The conceptual framework of financial wellness upon
which this study is based includes the necessary components that must be evaluated:
objective status, financial satisfaction, financial behavior, and subjective perception.
In 2008, the U.S. Department of the Treasury and U.S. Department of Agriculture
Cooperative State Research, Education, and Extension Service convened the National
Research Symposium on Financial Literacy and Education (Schuchardt et al, 2009).
Research questions and gaps were identified from the four categories of behavior theory
application, consumer economic socialization, financial education and program
evaluation, and financial risk assessment. Researchers concluded that “qualitative
research on consumer financial behaviors could also be encouraged to explore important
issues and factors that are not addressed by quantitative research and to develop new
theories” (Schuchardt et al., 2009, p. 86). This study addresses this gap by applying the
financial wellness conceptual model in a qualitative research study, based on interviews
that provide personal feedback from the consumer. Until now, the financial wellness
conceptual model had only been applied in quantitative studies.
The successful completion of this study has enhanced the understanding of what
information to gather from consumers that will guide professionals in helping consumers
assess and monitor the financial condition of their households. Greater insight about
financial condition provides the best chance to prevent problems in the future and to
capitalize on unique financial opportunities, such as the purchase of a home, when the
timing is ideal. In particular, financial educators and counselors can benefit from using
the personal financial wellness conceptual model as a comprehensive tool to assess
financial condition. The model is comprehensive since it uses subjective as well as
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objective constructs, all of which yield information which should be considered when
professionals advise consumers on the best course of action to remedy a financial
problem or accomplish a specific financial goal. As a result, the model can be effectively
used as a tool to facilitate the financial fresh start provided by bankruptcy.
Limitations
The primary limitation of this study is the fact that all of the participants are Ch.
13 bankruptcy filers who are residents of Memphis, which is located in Shelby County.
These limitations exist mainly because Shelby County “led the nation in personal
bankruptcy filings, with a rate of over 20 filings per 1,000 persons” (Garrett, 2007, p. 15).
As a result, participant feedback will be representative of the unique experiences of
Shelby County residents and will not be generalizable to any other population in
Tennessee or other state.
A self-reporting limitation exists as it relates to participants’ willingness to
disclose information during the time available to conduct the interview. More time
provides an opportunity to judge the extent to which accurate or honest answers are being
provided. However, because I was able to obtain bankruptcy records via the PACER
database system and interview the spouse, I was able to substantiate and verify some of
the information shared in the interviews.
Recommendations for Future Research
This study raises some important issues that can be addressed through additional
research. The applicability of the personal financial wellness model for other audiences
should be explored. This study used the model for bankruptcy filers. The model has also
been applied to employees in the workplace (Joo, 2008) and young adults (Rutherford &
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Fox, 2010). The elderly is a vulnerable population that has been filing bankruptcy in
increasing numbers (Pottow, 2010) and the potential of this model to help them should be
investigated. Applying the model to serial or repeat bankruptcy filers could also uncover
new information about behavior that could help this population achieve financial health
and end the cycle of bankruptcy.
Additional qualitative studies using this model are also needed. This study
examined the model using the case study method and additional case studies would be
ideal. However, other qualitative methods like grounded theory, narrative, and
ethnography should also be studied. The power of qualitative study lies in its focus on
the individual. As a result, it is important to examine the financial condition of
consumers by applying different qualitative methods to provide new insights.
Implications
Bankruptcy can provide financial relief but there still remains a need for a tool to
facilitate the financial fresh start that bankruptcy provides and an organization or industry
to administer it. Financial wellness holds great promise as a tool that can be used by the
financial counseling industry to assist consumers with financial decisions. And there is
probably no population that needs financial wellness more than bankrupt consumers.
The current bankruptcy law requires credit counseling, which is a positive step.
However, this requirement is not fulfilled in a logical way. The goal of credit counseling
is to help consumers assess their financial situations and decide whether or not
bankruptcy is the best option. While mandated counseling was designed to deter filings,
the NFCC reports that only 3% of consumers seeking pre-bankruptcy counseling choose
not to file (Lown, 2008). There is a reason this is the case. Because financial counseling
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is not a cultural norm, reputable financial counseling organizations are not widely
marketed. However, commercials advertising the services of bankruptcy attorneys are
plentiful. As a result, consumers often consult the attorney first before seeking
counseling. At that point, most consumers have already made the decision to file
bankruptcy. The attorney then directs them to a list of approved agencies that can
perform the counseling services. The ideal way for the process to flow is for the
consumer to seek counseling first and then make a decision about filing bankruptcy.
Since financial counseling is not a cultural norm, most consumers would probably not
understand their need for financial counseling or where to begin in a search of an
organization that provides the service.
However, the credit counseling requirement does help to create a captive audience
and it is a great opportunity to administer effective counseling. Effective counseling
would include efforts to help consumers achieve financial wellness while allowing
agencies freedom to choose how to incorporate components of the financial wellness
conceptual model. In absence of effective counseling, there is a risk that couples will
repeatedly file bankruptcy, for understandable reasons that include unemployment and
medical challenges.
I have discussed the fact that a consumer has to qualify, through an income means
test, for the right to file Ch. 7. Anyone can choose to file Ch. 13 as long as they can show
proof of regular income. However, if consumers lose their job or suffer a financial
challenge like a car repair or medical bill, then they may be unable to submit their
required monthly payment to the bankruptcy trustee. The relief bankruptcy provides will
be temporary because the bankruptcy plan can be dismissed for lack of payment. When
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this happens, once again, many consumers, like Luther and Josephine, repeatedly seek
bankruptcy protection. According to Golmant and Ulrich (2006), the rate of bankruptcy
recidivism is 8% overall and the highest percentages of repeat filers and filings occurred
in the District of Utah and the Western District of Tennessee, the site of the current study.
People seek help through bankruptcy because they often feel they don’t have any
other choice, especially when they have immediate needs. We have discussed the fact
that we have a culture of credit. It is rare to find anyone over 18 who cannot tell you how
to obtain credit. But because there is a stigma attached to financial failure, there are not
many people who can tell you where to obtain confidential financial counseling and
assistance. A perfect example is an email message I received recently from a fellow
extension agent in another state (personal communication, October 14, 2011):
Regarding personal bankruptcy, are there any other educational/informational
resources I can share with a consumer? Also, if you have suggestions for other
appropriate organizations/agencies that I might refer the consumer to (for personal
consultation – other than an attorney), that would be great.
This message includes a request for two things that are blatantly absent from our culture:
financial education and financial counseling.
Education is mandatory in the U.S. but financial education has traditionally not
been required, which places the consumer at a disadvantage. Then, there is no system of
financial counseling that is part of American culture that establishes the practice as a
beneficial norm and an infrastructure that makes it readily accessible to everyone. Bear
in mind that the email message I received was from a personal financial educator who did
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not appear to know where to refer a consumer, regarding a personal consultation or
counseling.
As discussed previously, we have a culture of homeownership. “Government
initiatives created a culture of American homeownership: a national mindset that
designated homeownership as integral to the economic and social well-being of the
country” (Gibbons, 2009). Physical health is valued in American culture. Medical
professionals, facilities and active research are a normal part of American life. Although
there are disparities when it comes to access for certain groups, when a person gets sick,
the response to seek medical attention is automatic. America has a culture of financial
support for the elderly and the disabled through social security that began with
Roosevelt’s New Deal. But when a person is facing financial failure, in lieu of a culture
that values financial counseling, and after their pleas for help have been ignored by
creditors, filing bankruptcy may be the only option left for consumers to receive a lifeline
that may help them hang on a little longer until their financial situation improves.
There are financial counselors available through numerous nonprofit
organizations. One of the most well-known organizations includes the National
Foundation for Credit Counselors (NFCC), which has 800 member agencies in all 50
states (National Foundation for Credit Counseling, n.d.). However, they all have
different names and for many agencies, financial counseling is just one of the services
provided.
Additionally, reputable financial counseling organizations do not have high
visibility because their marketing budgets are low due to the limited budgets they have as
nonprofit organizations. Meanwhile, there are plenty of financial predators, identified by
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the IRS, operating under disguise as “Christian Counselors” or “Family Services” (IRS
Ends Exempt, 2006). The Federal Trade Commission (FTC) recently sued U.S.
Mortgage Funding, Inc. and alleges that “the defendants in this case falsely promised
financially distressed consumers that either they would get loan modifications to make
their mortgages much more affordable or the consumers would get a full refund if the
defendants were unsuccessful” (Federal Trade Commission, 2011, p. 1). Consumers were
charged up to $2,600 for their services and typically had to pay for half of the fee upfront.
Even with legitimate nonprofit counseling agencies, there does not appear to be a
standard practice or operation that all agencies adopt when providing financial counseling
services. An attorney with the U.S. Trustees office stated that “the prototypical credit
counseling service is part of a highly fragmented and competitive industry. The industry's
many organizations and autonomous units have diverse operational policies and methods,
charge different fees, and offer services of varying quality” (Slates, 1999, p. 34).
The issue of quality is important because financial counseling needs to be
effective to help consumers avoid bankruptcy and achieve financial wellness. Luther and
Josephine had filed bankruptcy before. The requirement for counseling had to be
fulfilled for one of their previous filings. The fact they had to file again may suggest that
the counseling was either ineffective or insufficient. Perhaps Luther and Josephine
needed regular counseling sessions, although the bankruptcy statute only requires one
session. My research participant, Phillip, shared with me that his credit counseling was
conducted over the phone and consisted of one question: “How are things working out in
your finances?” The federal government, as a whole, does not currently have a process
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for certifying organizations that provide financial education and counseling (Government
Accountability Office, 2011). Financial wellness is a model that could be used to
establish a standard approach to financial counseling agencies while allowing variety for
implementation of the constructs of satisfaction, perception, objective status, and
financial behavior.
Financial counseling is important because it gives consumers a safe place to vent
their frustrations and receive professional assistance as well as sound advice. It is now
time for the stigma associated with financial struggles to be removed and a system for
people to receive affordable, accessible, and effective counseling to be available. If
access to credit and bankruptcy is readily available, a reason does not exist to justify the
failure to establish a support system for debtors, through financial counseling.
The lack of a support system with accessible and effective financial counseling
during the Great Recession is a potential time bomb, waiting to explode. In August 2011,
riots that began in Tottenham, an area that has the highest unemployment in London,
began to spread throughout the country (Ginsberg, 2011). Although the riots began over
protests of a young black man’s death, the spread of the riots is also being blamed on
long-term youth unemployment, along with cuts in services for youth. “Some 6,000
people in Tottenham, or 8 percent of the adult population, are claiming job seekers
allowance, more than double the UK average. One fifth of those claiming are under 24”
(Ginsberg, 2011, p. 1).
Currently, the U.S. is witnessing the growth of the Occupy Wall Street movement,
which started in September 2011 and has grown from a few hundred to over 1000. It is a
leaderless, nonviolent resistance movement, seemingly birthed from outrage over the way
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U.S. political and financial worlds are being managed (Ragan, 2011). According to
Ragan (2011), protesters refer to themselves as "the 99%" who “will no longer tolerate
the greed and corruption of the 1%.”
Legislators should face the reality of the financial collapse, from the perspective
of the consumer and pass policies that establish financial counseling as an important tool
to help consumers cope in the current economic environment. Encouraging financial
counseling will help remove the stigma often associated with financial failure. Then
steps should be taken to ensure that an effective counseling model is adopted, like
financial wellness, which is comprehensive and equips consumers with the tools to
overcome their financial challenges and maintain financial health.
Financial counseling is not just for consumers in trouble. When decisions were
being made to purchase their homes, the couples I have profiled could have possibly
benefited from some effective financial counseling. Financial counseling may well be
warranted for the purchase of a home, which represents the single most expensive item
most consumers will ever buy, a commitment that lasts an average of 30 years. “The
objective of financial counseling is not a narrow effort designed to increase money
income or wealth to pay for a family’s living expenses; rather it is to assist individuals in
that household environment to learn to help themselves to live within available income
and do so in a manner to successfully meet their personal financial goals” (Walker &
Garman, 1992, pp. 786-787). In addition, effective counseling that utilizes the personal
financial wellness conceptual model, can help to identify financial problems before they
spin out of control and land consumers in bankruptcy.
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Financial counselors can be instrumental in helping consumers realize that there is
no reason to feel shame for economic situations that are affecting us all, directly or
indirectly. Policies that support a system of financial counseling will go a long way in
helping to remove the stigma so people will have a safe place to confidentially share their
stories and receive reliable advice. Many people are wearing masks to hide the pain of
their financial problems and will not admit they need help. The tears that Josephine and
Laura were unable to hold back during our interview helped to relieve the pressure of
their current circumstances. In my interviews with other filers that were not part of the
sample for the current study, I was surprised to receive expressions of thanks from
several participants for listening to them and they indicated they felt better after our
interview. In America, we do not blame the patient for being sick. We prescribe
medicine, operate, and establish a system of recovery and future preventative health.
And the same can be established through effective financial counseling that utilizes a
model of financial wellness for those who are on financial life-support.
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Figure A2

Schedule B - Schedule of Personal Property
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Figure A3

Schedule C - Property Claimed as Exempt
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Figure A4

Schedule D – Creditors Holding Secured Claims
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Figure A4

Schedule D – Creditors Holding Secured Claims
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Figure A5

Schedule E - Creditors Holding Unsecured Priority Claims
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Figure A6

Schedule F - Creditors Holding Unsecured Nonpriority Claims
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Figure A7

Schedule G - Executory Contracts and Unexpired Leases

169

Figure A8

Schedule H - Codebtors
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Figure A9

Schedule I – Current Income of Individual Debtors
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Figure A10

Schedule J – Current Expenditures of Individual Debtors
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Figure A11

Ch. 13 Statement of Current Monthly Income and Calculation of
Commitment Period and Disposable Income
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